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THURSDAY, MARCH 27. 1952 


UNITED STATES SENATE, 
SUBCOMMITTEE ON RUBBER OF THI 
SeLect COMMITTEE ON SMALL BusINgss, 
Washington, D. ¢ 

The subcommittee met, pursuant to call, at 10 a. m., in the District 
of Columbia Committee room, United States Capitol, Senator Guy 
M. Gillette (chairman of the subcommittee) presiding. 

Present: Senators Gillette and Thye. 

Also present: Blake O’Connor of the professional staff. 

Senator GitLerre. The subcommittee will come to order. 

We have called this meeting of the subcommittee of the Senate 
Select Committee on Small Business, which had held hearings about 
a year ago in connection with the rubber supply, distribution, and 
price situation at that time, which was landing very heavily on many 
business enterprises, large and small, particularly small enterprises 
which had had their supply of rubber severely curtailed. 

As most of you will recall, we held rather extensive hearings at 
that time. 

Well, the rubber situation has changed very materially since then 
and it seemed wise for this committee to gel together again and call 
on some of those who are conversant with the situation and bring us 
up to date as to the changed situation and the prospects for the 
future. 

It will be recalled that when we were formerly considering this 
matter we requested the establishment of a so-called watchdog com- 
mittee of the industry to work with us and assist us in gathering 
information. This committee was headed by Mr. Donald F. Pratt 
of Minneapolis, and he has from time to time helped us very materi: ~ 
in the way of information that they have gathered and furnished 1 
as to the situation in the industry, caniicaiails among the an 
dealers and users of rubber. We have Mr. Don Pratt with us today 
and | will call him as our first witness. 

Mr. Pratt, I think the record has sufficient data as to your progeni- 
tors and your residence and your business. We will be glad to hear 
from vou anything vou have to present to us now 


STATEMENT OF DONALD F. PRATT, DURKEE-ATWOOD CO., 
MINNEAPOLIS, MINN, 


Mr. Prarr. We have not had a meeting of the subcommittee since 
August 24 of last vear. I would like to make somewhat of a progress 
report and bring up some of the questions and problems that are still 
facing us and some of the suggestions that the members of the sub- 
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committee felt would aid the rubber program even further than it 
has already progressed. 

At the last meeting in August the small-business group was par- 
ticularly insistent on urging larger exemptions for small business in 
connection with over-all control of the use of new rubber. 

As time went on, various developments brought about the elimina- 
ion of all controls over the total use of new rubber and on December 
i4 the Rubber Bureau issued its amendments to M-2 which became 
effective on January 1 of this vear, and then again, just vesterday, 
the rubber order M-2 was amended again, relaxing controls even 
further 


! will give you just a short summary of what was accomplished in 


‘ 


those orders. Total over-all use of new rubber control was elim- 
inated. The allocation of GR-S, the general-purpose synthetic 
rubber, was dispensed with. Apparently there was sufficient GR-S 
be ing made so it Was no longer necessary to allocate it 


There is some allocation, I believe, that Mr. Spencer could explain, 
lam sure, of types of GR-S, the so-called cold rubber as against hot 
rubber, still in existence, by reason of an amendment to the rubber 
order. Those percentages of cold rubber are increasing gradually, | 
be lie Ve 

The small-business exemption, of course, was necessarily taken out 
when the control of the maximum use of new rubber was eliminated, 
so evervone was treated alike in that respect 

There had been complaints prior to December 14 about the so- 
called appendix B which listed the so-called less-essential rubber 


products, and companies were limited to 90 percent of their base pro- 
ductio L believe That appendix B was also eliminated. 

The cont rol over the inventories of tires and tubes in dealers’ hands, 
a 30-day limit, was eliminated, and a number of other relaxations 


came along which accomplished very, verv much of what we had been 
looking for é 

The order left in the specification controls which the Small Business 
Committee had recommended. We did not feel at that time that the 
controls over the amount of natural rubber used in each particular 
product should be relaxed. Our point was that we thought that was 
the type of control that should be maintained. 

There is one synthetic rubber that remained on allocation and still 
remains on allocation, and that is butyl, which is primarily, or origi- 
nally was primarily an inner-tube synthetic rubber. Butyl, or what is 
called GR-I, is still under allocation, even under yvesterday’s, March 
26, order. 

One of the suggestions that we have to make is that butyl be taken 
off allocation. The butyl situation apparently has developed very, 
very satisfactorily, to the extent that we were told vesterday by the 
Rubber Director at a meeting of the Rubber Industry Advisory Com- 
mittee that originally in December, or rather for the first quarter of 
52, the allotment of butyl to the inner-tube manufacturers was 86 
percent of the usage during the base period ending June 30, 1950. 
Because butyl became in better supply or maybe because business was 
vetting worse, | don’t know which, in the first quarter there was an 
additional allotment which raised the transportation users, that is, 
the inner-tube manufacturers, up to 91 percent of the base, and 
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another bonus arrangement later in the first quarter which brought it 
up to 96 percent of base. 

The companies that use butyl for nontransportation items, wire and 
cable and gaskets, hose and things of that sort—a number of items 
Which have been developed rat ther extensively in the past few years 
received 100 percent of their base-pe ‘riod usage. 

[In the second-quarter allotments, the sec ‘ond quarter of 1952, every- 
one, including the inner-tube manufacturers and the other manufac- 
turers for nontransportation items—their allotment is 130 percent 
of their base period usage. So, it has gone up very, very considerably. 

Senator Gitterre. Do you base your recommendation of the re- 
moval of restrictions on the situation that the supply now is well 
line with demand or even ahead of it? 

Mr. Prarr. Even ahead of it. I heard that of this bonus, 5,000 
tons in the second quarter, which brought it up to the 130 percent 
[ heard that 2,000 or 3,000 tons have not even been asked for, have 
been turned back. 

There are some figures that have been deve lope d partic ul rly on a 
tentative basis by the Rubber Manufacturers Association which 
shows the estimated consumption and the estimated inventory, and 
it looks to us like the inventory picture is in such good shape that 
allocation of butyl should be eliminated completely, and in the very 
immediate future. 

Along that line, a number of small manufacturers who use butv! 
for something besides inner tubes have been very, verv badly — 
because » butyl had not been de ‘veloped during the base pe ‘riod { i 
great netiaer er of uses besides inner tubes. 

Well, just as an example, our eee has an allotment of butyl 
of 225,211 pounds; 225,000 of it is for inner-tube manufacture, and 

have an allotment of 211 oe of butyl per quarter for use in 
something else. Well, during our base period, you can see how much 
butvl we used for anything besides inner tubes——practically zero. 

\ number of companies have de ‘veloped items using substantial 
amounts of butyl, and, under the present allocation set-up, they are 
unable to obtain sufficient quantities. That is particularly true, I 
believe, of the hose manufacturers, the manufacturers of wire and 
cable, and items of that sort. 

Senator GitLerre. Why can they not get it; is it because they do 
not have a base on which to predicate it? 

Mr. Prarr. That is because they do not have a sufficiently high 
base-period usage. 

| think that there has been a program in the Rubber Bureau as 
to the granting or not granting of further use of butyl and there is 
now being considered seriously, the elimination of allocation of butyl. 
However, I think that Mr. Spencer could give us some ideas of the 
supply situation on butyl. It is manufactured by the Government, 
or rather in plants that are owned by the Government, and I think 
Mr. Kelly ‘of the Bureau might give something when he appears. 

| would just yrs to toss these out on the table for general discussion 

Senator Gitterre. In that connection—Do you mind if I interrupt 
you? This is an ‘wae al meeting and we want to keep it informal 
We are asking for information here. I would be glad to have Senator 
Thve and counsel for the committee interrupt any time they feel 
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like it, and 1 would be glad to have vou, Mr. Spencer, or you, Mr. 
Larson, interrupt at any time to ask any questions, if that is agreeable. 

Mr. Prarr. Yes; certainly. 

Now, there has been one other suggestion that has been developed 
rather recently on relaxation of controls of rubber, and that is to 
eliminate all long-specification controls, those long-specification con- 
trols that are found in the rubber order. 

The rubber order as amended yesterday consists of 10), pages of 
very fine print, attempting to list every rubber product manufactured 
and specifying the amount of natural rubber that can be used in the 
manufacture of each of those items. 

Now, those controls, we feel, have been hecessary to conserve 
natural rubber. We feel now, however, that according to our under- 
standing, the conservation of natural rubber is in such a position that 
we can well afford to eliminate all of the specification controls except 
those that are necessary to assure the continued consumption of a 
high quantity of synthetic rubber. 

We would like to go back to the so- -called type of rubber order that 
existed prior to Korea. That order was known as Rubber Order 
R-1, and the latest issue of it was September 26, 1949. Well, that 
is 1 page, vou can see [exhibiting document], and if we can get back 
to a control of that sort—very frankly we are anxious to—we feel 
that we do not need 10 and 12 pages of fine print telling us how we 
have to make our products. 

The purpose of the M-2, as it now stands, is to conserve natural 
rubber. That is the reason for the specification controls. The pur- 
pose of R-1 back in 1949, prior to Korea, was primarily to force the 
consumption of certain quantities of synthetic rubber, pursuant to 
the Rubber Act of 1948 which is, as I understs ind it, now the subject 
of discussion for renewal. 

Senator THyr. Would vou mind an interruption at this point, so 
that I might ask of Mr. Spencer or any other person from the agency if 
they might have any comment with reference to the present regulation 
and the regulation that you referred to as R-1? It might help us 
from the standpoint of having the record show whether you agree with 
Mr. Pratt 

Mr. Spencer. I would like to say that rubber production has 
increased greatly. The controls Mr. Pratt is speaking of technically 
should be answered by the NPA Rubber Division. 

Senator Tuyr. That is the reason that I directed my statement to 
anyone from the NPA. Would anyone care to comment on it? 

Mr. Fe_pMan. Yes. 

Senator GILLETTE Identify vourself for the record. 


STATEMENT OF JUSTIN FELDMAN, COUNSEL, OFFICE OF GENERAL 
COUNSEL, NATIONAL PRODUCTION AUTHORITY 


Mr. Fetpmanx. My name is Justin Feldman, and I am counsel 
the office of the General Counsel of NPA 

The only thing that we can sav in respect to Mr. Pratt’s recommen- 
dation that he has set out is that the proposal was put forward 
yesterday at the Rubber Industry Advisory Committee meeting. 

| might say it is not the first time that we have given consideration 
to that tvpe ol control or proposed the kind of control we how have 
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in effeet, and there is active consideration of that proposal among all 
interested Government agencies. 

senator THyi ‘ if you were to Fo back Lo R l, you could dispense 
with quite a number of the field inspectors, could vou not? 

Mr. FetpMan. Well, we have found, as a matter of fact, that there 
has not been too much need to check on this industry, as the situation 
has been. We have found essential compliance with our regulation 
by the industry. We have not found compliance in the rubber in- 
dustry a very serious problem. The industry has been more than 
cooperative in the administration. 

Senator Turn. That is very fine. You are giving consideration to 
reiaxing and going back to the more simple R-1 form of reculation? 

\Ir. FenpmMan. Well, rather than say we are considering going to 
the R-1 form of regulation, | would like to point out that the press 
elease accompanying the order had Mr. Kelly stating that further 
relaxation of restrictions on the consumption of natural rubber will 
be made in the near future. These prospective changes will serve to 
widen the area of competition between natural and synthetic rubber, 
and I think that is the kind of thing he is talking about. 

Again, | might say that there is active interest between the Govern- 
ment agencies. [| do not think that there is any determination with 
regard to a policy yet, but | certainly think that, as the situation con- 
tinues to change, the thinking will be along the lines that I think have 
been evidenced by the nature of the release. 

Senator Toys. Thank you. And thank you, Mr. Spencer. 1 am 
sorry, Mr. Pratt, to have interrupted you. 

Mr. Prarr. Along that tine and pursuing tt a bit further, we come 
to the current Rubber Act, the 1948 Rubber Act, which requiresa 
stand-by rated-production capacity of 600,000 long tons of general 
purpose svnthetic rubber and requires, however, only one-third of 
that rated production having to be kept in operation 

Well, that ¢ 
It was in the li 
{his tvpe ol R 
of at least 200,000 tons of GR-S. 

| think at the time just before Korea there were about 150,000 
tons used mandatorily, and the balance was used voluntarily by the 

wustry, better than 50,000. So, it was slightly over 200,000 tons 
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ets us down to 200.000 tons of consumption of GI 
eht of that requirement in the Rubber Act of 1948 that 
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order was issued, so as to make mandatory the use 
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I believe 

We, in recommending going back to an R-1 type of order, recom- 
mend that the amount of consumption, mandatory consumption of 
the svnthetie rubber, be boosted very, very much higher than 200,000 
long tons, very frankly, not only for security purposes but to avoid 
the price problems that we all went through in the last couple of vears, 
with natural rubber competing with synthetic and getting down to 
such a low price, 16 cents or thereabouts, and then jumping up into 
the cighties 

If svnthetie rubber production is permitted to go down to any 
erious degree, we are going to be faced with the same problems that 
we were faced with a vear and a half ago. And none of us wants to go 
through that again if we can possibly avoid it 

in that connection, whether the Rubber Act should be just renewed, 
as | understand is the program over in the House at the present time, 
without any change on the required consumption, the required usage 


NOT x 













































RUBBER PROGRAM 


of synthetic rubber, whether that figure should be increased [ am not 
in a position to say, but | think whether those figures are changed in 
the Rubber Act or not, that the Rubber Bureau and the other Govern- 
ment officials responsible should make certain that no order comes out 
which will permit a seriously or drastically lower consumption of 
synthetic rubber. 

| think that some of the:-Government men here have opinions as 
to about how much synthetic rubber we should consume in order to 
maintain our security position 

One other phase which I believe becomes less important if an R~1 
tvpe of order does come out in the near future, one other point that 
we have brought up before and have been turned down on consistently 
but which we still think should be brought up again, is the use of the 
rather, putting back into controls an import restriction clause. 

I might say that an import restriction clause was in the R-1 order 
prior to Korea. It did not mean too much at that time because the 
only restriction in R-1 was m connection with the manufacture of 
tires, because practically all of the synthetic rubber that was being 
consumed was being consumed in tires, at least as far as the restrictions 
were concerned 

We have had in rubber orders from the beginning—and I think it 
is in line with section 4—A of the Rubber Act which says the “ President 
may impose such import restrictions on finished and semifinished 
rubber products as he deems necessary to insure equality with like or 
similar products produced within the United States in accordance 
with regulations issued under this Act’’—we have had a clause in the 
rubber regulation which says that no one shall import anv finished o1 
semifinished product made out of rubber unless it conforms to the 
restrictions that are found in the rubber regulation. 

That import restriction clause was taken off last May 1, I believe, 
and a number of rubber manufacturers including the Rubber Manu- 
facturers Association, have urged strenuously that that clause go 
back in 

Various reasons were given why it should not go back. We think, 
as a matter of fairness, that we in the United States should not be 
forced to compete with products that are imported that can be made 
out of so much more natural rubber than we can make them out of 
and that can be advertised as being made out of natural rubber, whereas 
we cannot, and the natural rubber ad still has a terrific appeal among 
consumers 

One of the arguments presented at that time was, ‘Well, we have 
not been hurt and so let us wait until we get hurt before such a clause 
would go back in.’ 

I think Mr. Kelly, the Rubber Director, will point out that there 
have been v ery few complaints, specific complaint son specific product 5 
since last May as to the import clause 

We nevertheless feel that the problem may come up very seriously 
We had problems, I remember for instance, years ago of friction tape 
having been imported from one of the foreign countries. It was of a 
very inferior quality, I will grant you that, but it sold at a price that 
was ridiculously low and it raised the very dickens with the friction- 
tape business here 

I have also been told by the ete people that they run into 
considerable difficulty by only one or two items made out of all natural 
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rubber being imported and competing with their entire line. Only 
one item, as it is, throws out their complete price structure. Only 
item in their line of 12 items may be completely undercut in price, 
but the rest of the items in the whole line also suffer. 

Senator Gitterre. Mr. Pratt, these imported articles to which vou 
refer, processed or partially processed, are the articles manufactured 
in principal part from natural rubber? 

Mr. Prarr. Oh, ves. 

Senator Gitterre. And your thought is to protect the competitive 
position? 

Mr. Prarr. Yes. 

Senator Gituerre. Do you have any information as to the relative 
prices charged by these manufacturers abroad for natural rubber and 
the price that our manufacturers have to pay? 

Mr. Prarr. Well, we will be coming to that. On the price of 
natural rubber, the manufacturers in the other countries, | presume, 
are buying on the world-market price of natural rubber. 

Up until deg Me of this year we are being required in substance to 
buy from the Government at Government prices, and Mr. Larson, , 
think, will explain how we are ourselves going on to the free marke 
for the purchase of natural rubber and how the Government is ge sting 
out of the job of being the sole procuring aad selling agency. 

Senator GitLterre. Well, we will get that additional information 
from Mr. Larson, then. 

Mr. Prarr. I have instances where some hose of natural rubber 
has been imported and it is beautiful stuff, and frankly, synthetic 
rubber hose has had a difficult time competing with natural-rubber 
imported hose. 

I know of an instance in some of the mechanical goods, particularly 
a type of link belt where the material, the fabricated material, is 
being imported from England because it cannot be made here in this 
country under the regulations, by the failure to have the right to use 
enough natural rubber here, as can be used in England. 

We have had instances up until yesterday when white sidewall 
tires were being imported very, very considerably. By saying “up 
to vesterday’’ T mean that yesterday the rubber regulation took off 
the restriction on white sidewall tires beiag manufactured in this 
country 

There are comparatively few items and the imports in dollars and 
cents are not large as compared to our exports, but the problem is 
there and can cause a lot of trouble. 

We still have a few problems in addition to those that I have 
expressed. I would like to have Mr. Kelly put in the record when 
he testifies the report that he gave the Rubber Advisory Committee 
vestorday as to the consumption and the estimated consumption of 
rubber, making a breakdown between the syathetic and natural 
rubbers and the exports of GR-—S and things of that sort. It would be 
verv helpful in rounding out the picture. 

Now, some of the current problems that are facing not only the 
small but the large manufacturers come up in connection with the 
General Services Administration, Mr. Sapias’ s division, insofar as 
rubber is concerned. 

We are told, and we understand the rubber order has been modified 
to this effect, that starting Julv 1 we can buy all of our natural rubber 
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on the free market, each company in competition with each other 
company, and each company in this country in competition with 
foreign countries 

The rubber price that has been charged by the Government at the 
present time is higher than the current free market, world market 


hi¢ | } As of now? 
\lr. P rr. As of today \ few weeks ago the price was 50's cents 


; } : ry , 3 

No Sno} i sheets Tie Dase product SO-Caled lt has how 
been reduced to 4S cents | think the free market this Morning is 
s ipPpro l i¢ SO hy S U-cent spre ud 

x 1 .] t Ps { +} ‘ ’ } 

We hav: fie problem Oo ransition trom the Government purchase 
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STATEMENT OF JESS LARSON, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


\ tSON Nii hnairma il thre terest OL mtorm©mation una 
ecura and fairness, I would like to interrupt Mr. Pratt at this 
i sk hh he thinks there is any Vay We can bu rubber at 
S Ct s today and deliver the quantitv he needs tomorrow 
\] Pratr. Tam not eriticizing, Mr. Larson, I am attempting to 
\ir. Larson. I know vou are not criticizing, but our friends from 
press are her und | think it ts appropriate to develop the true 
situation at this time 1 think it is important to do that because if 
e Crovernment has done a cotie ndable ioh it) anvthing, | think it 
has done a commendable job in the handling of the natural-rubber 
program 1 do not take anv eredit for that myself because if was done 
peopie W nad borrow from the WauUstrv, as | stated 2 
ear ago wh I testified before this committe 
Ho evi there are repeated statements mad Oot a eritieal tone. 
l amt | y to eriticism, God knows, and if we hired out the 
rl ( ould have done worse under the conditions we have had 
to WO! der, but i think tl is misleading to the people and does not 
show t thre capadiiitlies oT a vood flexible (rove rhnment tree enter- 
nris COO rative system which shows thre SUCCESS of this rubber 
roe In 
The public notices references like just made here, and there is the 


CONnCLUSIO made tha thi Government is not adding to the Admin- 
istration’s program or the country’s program, rather, of fighting 
inflation because it is still keeping the price of rubber up in the face of 
this world market. 

Well. thre simpli ilacts are, as | tried LO bring out in m\ question, 
that the rubber we are delivering todav is the rubber we bought in 
January and prior to January, and we are selling it at the price that 

cost us to deliver in New York and distribute it to the users in 
accordance with the NPA directives, and that amounts to 1 cent a 
pound, which I think all of the rubber processors will agree is not an 


Senator Gituterre. Mr. Larson, may [ interrupt vou? 
You say the rubber vou are selling to the industry here is rubber 
that vou acquired in January? 


\] F RSON ( )y Tl TI to January 
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Senator GitLerre. Or prior to January. And, of course, you paid 
the price on the world market then? 

Mr. Larson. That is right. 

Senator Gitterre. Was that rubber purchased for stockpile pur 
poses, and are you now taking it out of the stockpile? 

Mr. Larson. No. It was purchased under our exclusive buying 
program, and a portion of it was under the allocation that has been 
decided upon went into the stockpile 

Senator Giuterre. But you are not cutting down the stockpile? 

Mr. Larson. No; and industry has been the one that was controlled 
in its use of rubber so that the stockpile could have the advantage of 
rubber generated through that procedure, and that is another one of 
the amazing things about this program. 

One of the accusations that was made very widely both in American 
market comments and in foreign market comments was that the cause 
of the spiral in the price of rubber was the buyings of the stockpile. 
That misstatement of fact was indulged in for a long period of time 
in spite of the fact that the Government had not purchased a pound of 
rubber for the stockpile for more than 2 months prior to the extreme 
upward spiral spurt of rubber prices. 


Senator Tuyr. Well, what was the cause of the spiral, the rise in 
the price of rubber, if it Ws is not caused by the en the stockpile? 
Mr. Larson. It could not have been caused by buyings for the 


stockpile because the stockpile was not buying. 

Now, as I covered in my statement which | made April 12 before 
this very oem ee, me principal reason, of course, was the situation 
brought mew by the Korean war and the disturbances in the Fai 
Kast and the natur . inclination on the part of the users of rubber to 
vo out - 1 acquire before the supply might be cut off. 

In the face of this situation the price started to go up and then our 
go consumers of rubber pulled back from the market to try to 
keep the price—to stop the upward spiral of the price 

However, the price kept on going upward because of many thing 
Generally, it included the fact that people were buying r 
quantities that they had never bought before. One of the other things 
was the large quantity of rubber going to Eastern European and Chi- 
nese ports that it had not gone to befere. 

However, our British friends finaliy got around to correcting that 
by export controls of Malayan rubber to those areas, which have 
been increasingly more effective and are one of the reasons why we 
have been able to bring’ it under control. 

Those were the reasons, generally, why the price went up; namely, 
the fear that the source would be cut off, and then the price kept 
going up so that American manufacturers and consumers had to go 
into the market to meet their needs at a time when the market was 
high, and so that made another impetus to the price rising 

Senator Toye. But was not rubber going into the stockpile also 

Mr. Larson. Well, there was no purchase of rubber for the stock 
pile and no rubber went into the stockpile for the last 60 days, or a 
little more than 60 days, of the calendar vear 1950 and the first quarter 
of 1951. 

Senator Tuyr. But prior to that time you had’ 

Mr. Larson. Prior to that time there had been 
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Senator Ture. And, therefore, you created a vacuum insofar as 
the general supply was concerned, in addition to the rubber going 
to Europe and the Far East. 

Mr. Larson. No, I disagree with that, Senator, because the 
requirements of rubber, including the stockpile, did not exceed the 
production of rubber. 

Senator Ture. I will grant you that. 

Mr. Larson. Supply and requirements were in balance. 

Senator Tuye. Is it not true that the synthetic rubber supply had 
been absolutely curtailed and that the synthetic rubber had gone 
to practically zero? 

Mr. Larson. That is correct. 

Senator THyr. Therefore, you did not have the synthetic to sup- 
plement the natural rubber, and when you took natural rubber and 
put it into the stockpile, it had two effects: It had an effect upon the 
supply and also it had a positive effect, psychologically, so that the 
man who was processing rubber would naturally be concerned over 
how much more you were going to put into the stockpile and what 
his supply was going to be, how much short it might be. 

Mr. Larson. Certainly the vy had their effects, upon those who had 
to be in the market, as far as them, they would be concerned, as you 
have indicated. Certainly, however, I think the facts bring out that 
the supply of rubber and the requirements of industry, plus the re- 
quirements of the stockpile, did not exceed the supply. It should 
have been in balance. 

The trouble was in the distribution. The trouble was that in non- 
historic use areas they were going out and acquiring a supply of 
rubber. For instance, during that time Brazil 

Senator THyr. However, a man at that time was not buying rub- 
ber unless he had a market for the manufactured goods and the 
market was there, and then the minute that the war scare developed 
and the stockpile came into being, the bidding for rubber, plus the 
domestic demand, caused this situation. 

\M[r. Larson. They increased the requirements when the war came 
along; they increased the actual requirements and it also increased 
the demand because of the factors I have indicated upon the supply 
of natural rubber. But that was the time when we started pulling 
back on our stockpile pure ‘thases, because we were aware of the very 
situation you are pointing out and that is when we began to fall 
behind in the building up of our stockpile, because we did not want to 
be in the position of pushing this market up. 

Senator THyr. What percentage do you purchase, representing 
the Government, of the natural rubber supply that is brought in here, 
the rubber that comes to meet our demand, our domestic needs? 

Mir. Larson. 100 percent. 

Senator Tuyr. You are buying 100 percent of the product? Are 

| buying 100 percent of the rubber from the plantations owned by 
the rubber companies themselves? There is a certain percentage 
that comes in direct because there are some plantations owned by 
the manufacturers. 

Mr. Larson. Yes, but that is all channeled through the same 
process 

Senator Tuyr. In other words, it all comes in, under control? 

Mr. Larson. That is right 
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Senator Tyr. The rubber of the private manufacturers who own 
their own plantations? 

Mr. Larson. That is correct. 

Senator THyr. You control that, and it all goes through your 
hands? 

Mr. Larson. That is correct, up until June, when the industry 
goes into the market in a limited way, and in July, when they are in 
the market in full sway. Of course, industry is in the market now 
buying futures to meet the market that will occur after the first of June. 

Now, on this current price situation which caused me to interrupt 
and I trust I am not out of order 

Senator Giuterre. No, indeed. I have announced that I want to 
proceed this way, informally. 

Mr. Larson. I think it is important that the people understand 
just what the Government is doing in this rubber program. 

As an example, the rubber that we bought in January in the world 
market is delivered in this country in April and May at a cost f. 0. b. 
in far eastern ports of 46.1. 

Senator GitLerre. January of what year, Mr. Larson? 

Mr. Larson. Of this year. 

Senator GILLETTE. 1952? 

Mr. Larson. 1952; and that is when the major portion of the 
rubber we are now distributing was bought. However, there was 
some rubber that was bought even prior to that time at even higher 
average prices. 

Senator Gitterre. Let me ask you about this rubber that is in 
the stockpile and is going to industry, how long can that rubber be 
kept in the stockpile without deterioration? 

Mr. Larson. Well, it depe nds on the quality of the rubber. As 
a general rule, about 4 to 5 years is the turn-over period 

Senator Gitterre. You can keep it for 4 or 5 years without 
deterioration? 

Mr. Larson. Well, the higher the grade the longer we can keep it; 
and that is why we ask for the higher grade rubber for the stockpile. 

Now, to that 46.1 cents we must add freight and other charges, 
including the 1-cent charge for administration to run our operation 
another 4 cents for it, which makes 50.1 cents. 

Now, that is 14 cents above what we are selling well, no—ves, 
during the period when this 50% cents prevailed, but we have up 
until this period taken a loss. 

In other words, we have sold to industry at less than what we 
were buying it for and less than what it cost us to operate. So, 
what we are attempting to do is that, come June 30, we will be even 
Stephen with the boys and the Government will not have to pay one 
penny for this; the processors and consumers of rubber have paid for 
all of our costs, which will amount to an over-all 1 cent a pound to the 
cost of delivering the rubber to them or to the eastern ports, so that 
the differential of 10 cents that has been referred to in the price 
here is the result of what I have stated and it cannot be corrected 
without the Government giving a 10-cent subsidy to the rubber 
processors and consumers which I am sure they are not asking for. 
I mean, they understand this process because they are buyers of 
rubber themselves. 
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Senator GitLerre. Well, of course, our Government has not been 
too violently opposed to subsidy in various fields, but personally | 
am opposed to them. 

Mr. Larson. Well, when you can get along without them, it is 
a good thing. 

Senator Gituerre. Indeed, vou are right 

Mr. Prarr. The reason I mentioned that 10-cent differential was, 
very frankly, just in order to throw it out on the table and give rise 
to the explanation that Mr. Larson has just given, because it is very 
important to the manufacturers and particularly to ~~ manufacturers’ 
customers to understand the reason for the differential and to under- 
stand that the manufacturers are not buying alee now at the 
world price 

When this announcement first came out in February that we were 
eoing on the world free market to buy rubber and that the free market 
was 38 cents but the Government was charging 50's cents, the news- 
paper comments, which were very edited and brought down to a 
very few sentences, gave the impression to the consuming public 
that the rubber manufacturers were now buying rubber at 38 cents, 
and the market just closed down. So, we wanted to get explained 
as fully as possible just what the situation was so that the consuming 
public would not have the wrong impression. 

Mr. Larson. Well, in our efforts to pass these rubber reductions 
along to the users of rubber, I think we have worked somewhat of a 
ral upon them because normally they require a certain lead 
time between the announcement of the reduction in price and getting 
the * nefits of those prices out into the inventories or their own distrib- 
uting points as well as to their industry point, and the ideal would 
be three months. 

We had imposed upon the processors of rubber by announcing the 
pr ce for a 30-day period which has worked a handicap on processors 

Our reason for doing that is just to indicate by that little amount 
how much the market is softening in these things and how America 
is at least temporarily winning its fight on inflation and how the 
sacrifices that have been made are beginning LO pay off. 

We felt we could not wait another two months to get that over and 
we did impose on the processors to that extent and for those reasons 

Mr. Prarr. One of the other problems in connection with the free 
market is the program in June where the so-called higher grades of 
rubber can be om ght by the manufacturers or dealers of rubber in 
the free ma ‘ket, | ul the lower grades, | believe, will have to be bought 
from the Government—that is, in June 

I, myself, understand the reason for it but I would like to have Mr 
Larson, when the time comes, to explain the reasons for it 

| would also like to get some idea of what the rotation program is, 
if there is one at the present tame, on the low grades of rubber. whethe 
we are going to be able to buy the lower grades of rubber the latter 
part of June at a price that is reasonably close to the market price at 
that time and what is going to be done with the large quantities of 
low-grade rubber that the Government has on hand after July 1, how 
rapidly that can be rotated and, in the rotation program, when 
rubber is being rotated and offered to the manufacturers and dealers, 
whether it is offered to everybody on exactly the same basis so every 
one has an opportunity to cae the rotation rubber ‘ 
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Then, there are a few other problems I would like to toss out on the 
table. I think Mr. Spencer is most familiar with them. 

First, a discussion as to the GR-S production at the present time; 
the price—which was reduced a couple of weeks ago by three cents, 
from 26 to 23 cents; what the program is as far as inventory and 
exports and the control program for GR-S. are concerned; the same 
questions as far as butyl is concerned, whether there is a reasonable 
possibility of prices being decreased bari ‘re as they have been in GR-S. 

I would like also to consider, or have considered by either Mr. 
Larson or Mr. Spencer, or anyone, he problem of the disposal of, 
first, the butyl plants, which the President recommended in his 
message; whether there is any program leading toward the disposal of 
the butyl plants to private industry; and also what the possibilities 
are of getting into the new Rubber Act a program for the disposal of 
the GR-S plants to private industry. 

As | understand it, the Senate will very shortly be considering the 
question of extending the Rubber Act of 1948. It is up for considera- 
tion on the floor of the House either today or tomorrow, I believe, and 
I think there is a report that came right through automatically, 
without any discussion, for an automatic renewal of the 1948 act, 
although I may be wrong on that. 

Mr. Frtpman. I think that 1 might say for the sake of the reeord 
that the House 2 days ago passed the a nsion. I think they had 
adopted the report of the House Armed Servic es Committee and 
passed H. R. 6787 which extended the act for 2 years 

Mr. Prarr. We feel that our security position, frankly, has been 
greatly improved and that we have considerably more experience 
with the disposal of surplus property. I would like to get the views 
of the different Government officials, if they feel it is proper for 
them to go into the question of the disposal of the synthetic pl ints, 
getting them into private hands, particularly in the light of the 
President’s messag Tedder as the butyl plants are concerned. 

I would also like to get some pron as to what will be the 
top limits on the produc tion of synthetic. Our small business group 
feels very strongly that a figure requiring a consumption of a certain 
quantity considerably more than the present 200,000 tons must be 
epaphacined, and reemphasized so that we do not get back to the 
situation of being completely dependent on foreign sources for our 
rubber 

We would like to recommend, as far as the “watchdog committee”’ 
itsolf is concerned, a report sent by myself to each of the members 
of the Senate committee, and to Senator Sparkman as chairman of 
the select committee—a report showing the views of the watchdog 
committee. 

We feel very strongly that your subcommittee should remain 
activated and be ready to jump right into the middle of the picture 
if anything happens. An emergency can take place anytime, and wi 
feel that having your subcommittee and having this watchdog com- 
mittee, so-called, activated will be of considerable help, not only to 
the rubber industry as a whole but particularly to the small manu- 
facturers, 

I think that if some small group like this had been in existence at 
the time the base period, for example, was chosen—and some of the 
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other things that were done—and if there had been a thorough study 
of some of those problems, we would not have been in some of the 
difficulties we were in a year ago, which, very frankly, brought about 
the appointment of the subcommittee and their hearings just about a 
year ago. We feel that we can do much more good before the fact 
rather than after the fact. 

Along that line our small group recommends the continuance of 
the subcommittee and the continuance of a watchdog committee. 

Frankly, that is all I have. 

Senator Gitterre. Senator Thye, do you have any questions? 

Senator Toye. I have no questions. 

Senator Gitterre. Mr. O'Connor? 

Mr. O’Connor. I have no questions. 

Senator GitLerre. Do any of you other gentlemen have any ques- 
tions you want to ask? 

Mr. Larson. | might comment upon the questions raised on the 
General Services Administration program for closing out the Gov- 
ernment’s exclusive position as buyer, which I think were directed 
chiefly to the disposal of the low orades, 


l might add, by way of explanation, that rubber, as you know, 
l 


varies from No sheets down through to the low grades The 
major production is in the low grades which sell at a cheaper price. 
Duri the long period when the Government was following a 


policy designed to lead the price of rubber down, we were the residual 


buy 


In other words, we were under the market at a time when the rest 
of the world was taking what they wanted and the only thing we 
were getting was the residual which in almost 100 percent of the 
cases was the lower grades. So, that gave us a very high stock of 


the lower grades to pass on to industry 

This is not particularly difficult to industry, as I understand it, as 
they use it immediately, there is no deterioration, and so forth. In 
the case of certain high quality products it works somewhat of a 
handicap. 

Our program for the disposal of the low grades and the reason that 
we are continuing the controls on the low grades to the first of July is: 
to wash out this stock of low grades which would be a sizable loss to 
the taxpayer if we had to put it in the stockpile and then in a very 
short time sell it at a loss. We do not think that is fair 

Senator Gitterre. Mr. Larson, may I interrupt you there? 

With reference to your statement that we were in the position of a 
residual buyer and that other nations were skimming off the better 
grades, skimming off the cream, was that due to the fact that they 
were outbidding us? 

Mr. Larson. Exactly. We would not pay the price. I mean, we 
pegged the price on January 29, 1950, when we went into this pro- 
cram at 65 cents. The price then I think was about 77 cents or 80 
cents and we never at any time paid above 65 cents for rubber and 
so we, up until the last couple of months, were always under the mar- 
ket on rubber 

Senator GILLETT! Well, who was taking the cream? Was it the 
United Kingdom, or was it going to Conimunist areas? 

Mir. Larson. Well, less and less went to the Communist areas until 


now appears that very little if any is going to the Communist areas. 
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There is no doubt that during that period Communist areas built up 
their stocks but not tremendous stocks. 

Senator Gitterre. Well, I had in mind, of course, that the United 
Kingdom and also the Low Countries had control of the production 
of the major part of Malaya and the far eastern area and I was 
wondering where the market lay that was outbidding the United 
States, 

Mr. Larson. Well, it lay with the rest of the world, with non- 
historic use areas taking large quantities of rubber, just as they have 
taken large quantities of tin, holding it and speculating. 

Senator Gitterre. Well, was that not the factor? 

Mr. Larson, It was to a certain extent. 

Senator GIiLLet That is, that certain groups had entered the 
market and were olan it. 

Mr. Larson. That is right, up to a certain extent. Of course, the 
United Kingdom did impose, sometime prior to the year 1951, export 
controls on the areas that they control, 

Well, they have very little control over Ceylon and no control over 
Indonesia, which contribute a sizable amount of the world’s supply of 
rubber; but Malaya is the largest and they did impose export controls 
there. 

Senator Gitterre. | interrupted your line of thought, | am afraid. 

Mr. Larson. No, and I think it was an appropriate point that you 
brought out, and I had just about completed, I think, my explanation 
on the point of why the controls on the lower grades are kept until 
the last of June instead of going off the first of June as they do on the 
higher grades as far as the permissibility of the consumers or users or 
processors of rubber to go out into the market and buy them, 

Now, the question was raised about what the price would be for 
this low-grade rubber during the latter part of June when the proces- 
sors will still be required to buy only from the Government. 

My answer to that is that it will be the same as our present. pricing 
program—that is, what it costs us. 

We will not try to bring that into balance with the June 1 current 
price for the very reasons | stated, because nobody can buy even low 
grades at that price in the United States. 

Mr. Prarr. Do vou not think that the manufacturers in June will 
then just quit buying and that they will be buying just as little as 
they can from the Government and wait until July 1? 

Mr. Larson. No, [ do not think so, because by that time their 
inventory of low grades, we hope, will be down to a point equivalent 
to that which the manufacturers would have on their hands if they 
had been permitted to buy during the period when we had bought 
these low grades and I think it will be cheaper than having the proces- 
sors do it themselves So much for that 

Now, on the rotation program—this is the additional reason for 
extending to the first of July this control on the lower grades. By 
that time our stockpile will be, we think, in balance as between the 
low grades and the higher grades so that there will be a minimum of 
rotation in the stoc k pile and that rotation will be back to normal so 
we will not be putting into the market any large quantity of rotated 
rubber. It will fall on the market normally. 

Of course. when we go back into that rotation program after the 
first of July, naturally we will have to sell the rotated rubber at the 
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going market price, so we will be just the same as any other seller of 
rubber and to the extent we will be selling by rotation low cost rubber 
the Government will be making a profit. 

Our experience in rotation to date is that the Government has taken 
a loss in the whole rotation program. It does not amount to a profit 
for the Government. 

Senator GILLETTE. Do you want to ask any questions, Senator 
Thye? 

Senator THyr. No questions. 

Senator GitueTre. Mr. Spencer? 

Mr. Spencer. No questions. Mv remarks will be addressed solely 
to the synthetic field and I would like to comment there whenever 
you are ready. 

Senator GrtLerre. | am tremendously interested, as you know, in 
this entire svathetic field, and for the record I will say in explanation 
om the reason why I was late this morning was not because I over- 

slept but because of the fact that representatives were calling on me 
with reference to a problem that is tremendously acute in the Senator’s 
State and in my State. 

We have perhaps 20 million bushels of soft corn still remaining 
unprocessed and with the passing of the winter the problem of the 
disposal of that within the next 60 or 90 days is, as I said, tremen- 
dously acute because if it is not processed within that length of time 
there is no way that that farmer can dispose of it except by using it 
for manure, putting it back on the land. 

It is being processed in large amounts and has been by the manu- 
facturers of alcohol, and alcohol, as vou know, has been turned over 
to the rubber people for their reserve; but I understand that. it is 
running out of their ears and they do not want to buy any more of it. 
It has reached the point, as I say, where 20 million bushels of corn 
are involved which will be absolutely lost 

In addition to that, thes tell me that in processing it for alcohol 
they get 19 pounds to the bushel of residual feed for livestock purposes. 
So, this is a tremendous problem in our area and it is of vital impor- 
tance Probably we will not have time to go into it today, but to- 
morrow I think we will be very glad to have any information or sug- 
gestions, because it is of tremendous importance to our people. 

| realize, of course, that embodied in that is the fact that rubber can 
be made from synthetic alcohol and synthetic alcohol can be produced 
cheaper than that made from grain, I realize that problem; but it 
the problem of our farmers. 

| interpose at this time that | doubt if we can get to you, Mr. 
Spencer, and | am very sorry, but I hope that vou can bring us some- 
thing tomorrow, vou and those with whom vou are associated. 

Now, Mr. Larson, we will finish wtth you. You were the next 
Witness anyway and we will be glad to hear anything that you have 
to contribute « r suggest to us : , : 

Mr. Larson. Well, I think, thanks to vour suggestion of informality, 
that I have covered the points that perhaps are most pertinent; 
thanks to vou and thanks to Mr. Pratt’s pointing up the problem 
areas E 

Senator Gittetre. Well, mav I make this suggestion? I have, of 
course, as you probably know, been interested in this synthetic pro- 
gram for a good many years. I would like to have vou comment on 
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how much of a factor in the general rubber market, especially the 
impact on the market for natual rubber, how much of a factor is the 
production of synthetic rubber. 

Mr. Pratt, as ns recall, in the earlier part of his testimony mention- 
ed the fact that because of the great reduction in the produc tion of 
synthetic rubber at the outbreak of this present emergency it had all 
but disappeared, and of course emphasis was placed on a rebuilding 
of the plants, a reactivation and increase of production which of course 
had its effect on the general consumption of rubber. 

If you have any comments on the relationship of the production of 
synthetic rubber as it impinges on the market for natural rubber, it 
will be very helpful to us. 

Mr. Larson. Well, I will comment on that, Senator Gillette. I 
do not know that I will be able to go into the technical market relation- 
ship factors that you may have in mind. 

But, confining my remarks to my personal impressions as a result 
both from my experience in surplus disposal and my experience in 
rubber procurement, it is my very, very firm feeling that we must 
preserve our synthetic rubber capacity in this country. 

I strongly recommend, as Mr. Pratt has indicated, the retention of 
such spec ifications control as will assure or require sufficient use of the 
synthetic product to keep the industry going. 

If | may go back a little bit—and | do not w ant to take the time of 
the committee but perhaps it is interesting because | know that both 
of you gentlemen have a wide knowledge in this whole field of Govern- 
ment-owned plants and disposal of Government-owned plants and so 
forth—there were two principal categories of new development that 
sprung up in prosecuting World War Ht and getting ready to prosecute 
World War II as absolute requirements. One of them was in the 
field of magnesium, a new metal or a metal that had not gone much 
beyond the pilot-plant stage prior to World War II; and the other 
was synthetic rubber. 

Now, it was perfectly proper and necessary that, because of the 
rapidly developing requirements for both of those products, only the 
Government could have gone in and built the plants and oper: ated 
the plants on the scale necessary to meet our requirements. They 
fall into that category and they are the two outstanding examples 
of why the Government, a Government of our sort, needs to get into 
business, so to speak. It could not possibly have been done otherwise. 

Under the program which the Government has followed both of 
those two items have progressed, and, in working out the bugs of mass 
production, large-scale production, and so forth, in the hands of 
private operators, you have made the major contribution toward the 
improvement in both of them, particularly in synthetic rubber. 

Now I think that, particularly in the field of synthetic rubber, we 
are rapidly approaching the point when synthetic rubber is going 
to be competitive. Right now synthetic rubber with the synthetic 
alcohol basis you have indicated, as I understand it, if produced in 
large enough quantities, would practically eliminate the natural- 
rubber industry. 

Mr. Pratt indicated there are still items that are preferable in the 
natural-rubber form ratber than in the synthetic-rubber form and 
perhaps that will stand for some time. I do not know. Iam aware, 
as we all are, that the quality of synthetic rubber is improving 
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taf we are going to reach a point, I am sure, when the incentives 

» future improvement with the plants in the hands of Government 
ownership are going to become less and less. I think that is something 
that should give us great concern. On the other side of the picture, 
of course, is our present international situation and our absolute 
dependence for security on synthetic rubber. 

So, it is deemed wise, no doubt, by the Armed Services Committee 
which has given this very close study from that standpoint, to re- 
tain the present capacity in the hands of the Government. 

Now, I really am not in a position to comment on that but I am 
willing to accept the judgment that comes from careful consideration. 
However, | think that Congress and its people cannot lose sight of the 
other side of the ledger, that we are going to reach a point in my firm 
opinion where we will have diminishing returns from the operation of 
our synthetic plants and, therefore, we certainly should be planning 
for the day when synthetic rubber will be, as the result of our industry, 
in a free competitive position in the hands of private enterprise. 

That poses very serious problems, and very difficult problems just 
as we faced in the disposal of the aluminum plants, for instance, in 
meeting the social and economic objectives that are traditional in our 
country—the elimination of monopoly and all that sort of thing, which 
just makes it more difficult to do. 

So, it is going to be a difficult job to dispose of these plants. But 
these plants are getting pretty old and we ought to be thinking about 
additional construction, engineering improvements, and that. sort 
of thing. 

In addition to that, of course, I have spoken of a subject on which 
there can be no question in a free-enterprise system but that under the 
circumstances it had to be developed by the Government itself, by a 
Government flexible enough for that, but when we consider generally 
and I am injecting this perhaps as not particularly applicable to this 
subject under discussion—but when we consider generally Government 
ownership of industrial capacity even in times of emergency such as we 
face now, I think that that is only the last resort and should be pro- 
hibited unless we face a situation similar to what we faced in synthetic 
rubber and magnesium in World War IT. 

[ do not think that the Government should go into the ownership 
of anything that has been developed and proc ‘essed and that can be 
financed through private enterprise, even though the Government has 
to be the banker and I say that with almost four trying and stimulating 
and sad years of disposal experience behind me; and my remarks can be 
evaluated in that light 

Under present conditions, as you gentlemen well know, it is very 
easy to point out, perhaps, the mistakes that the Government made 
in the disposal of a good many of these things which it is now having 
to rebuild; but no one can recreate the circumstances under which we 
lived in 1946, 1947 and 1948 and 1949, when the pressure was on to 
get these Government-owned properties back into private enterprise 
and stop the expense of maintaining them. 

Personally, | think that added a great contribution to creating new 
wealth and that sort of thing and keeping our economy going. But 
I will not dwell on that any further; we will get back to the synthetic 
rubber disposal problem. 
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I certainly think that one of the most important problems that 
faces the Congress and all of us in this area is this very thing of how 
we are going to get the synthetic-rubber industry back into the hands 
of private industry, and, even though the exigencies of the present 
situation demand that maybe we cannot do that in these times, we 
certainly should never deviate from a policy and from plans that will 
eventually accomplish that. 

Senator GiLtLeTre. Senator Thye, do you have any questions or 
any comments? 

Senator Tuyr. No questions, and the only comment, Mr. Chair- 
man, would be with reference to your own personal remarks concern- 
ing the fact that this soft corn will have to be taken care of in 60 or 
90 days. I believe that this question is so acute that it must be taken 
care of in less than that time, in 30 days, for the reason that the frost 
is going out of the corn and it packs together in the crib and from that 
point on it deteriorates in a matter of days. It will have to be moved 
in the very near future or otherwise it will deteriorate beyond any 
possibility of feed or synthetic development. 

Senator GitLerre. It will have no recove ry value at all. 

Senator Toye. None whatsoever, 

Senator GitLerre. Except as fertilizer. 

Senator Toye. And you cannot even use it for aleohol purposes, 
you know, because when it has settled together, this soft corn begins 
to heat and that is a matter of just a few days. 

Senator Gitterre. I want to make just a brief comment, Mr. Lar- 
son, on the very fine contribution you have just made, which we 
appreciate very much. 

As far as Lam concerned, I view in horror the possibility of our being 
placed again in the position that we were in just before World War IT, 
when there was, not only in this country but in the hands of our 
allies, less than 800,000 tons of rubber of any kind. The synthetic 
production had not developed at that time; the fact is that there was 
not enough rubber to carry the military machine 1 year, let alone 
anything for the publie use or industrial uses. We were in desperate 
straits and this situation resulted—through the resourcefulness for 
which I think we can pridefully say America is known—in this syn- 
thetic industry being developed. 

Then, as | think our evidence shows here, at the time of the Korean 
difficulty our synthetic rubber production had again fallen to a low 
point and again we are dependent in a major degree—well, not to the 
degree like it was before, but still in a major degree—on the imports 
of natural rubber, and that has brought about a recrudescence and a 
rebuilding of our synthe tic-rubber production. 

This is aggravated, as you know, by another factor. That is a 
factor that has its impact on everything: We are engaged with our 
allies in a holding operation, a retention operation to brotect the free 
world, and to maintain that military ability, that military possibility 
and potential, we have to build up their economy. We are considering 

right now, or I should be right this minute, in the Foreign Relations 
Committee, a bill for $7,900,000,000 for foreign aid largely to build 
up their economy. 

Their demand for dollars is heavy. It is argued, and argued very 
cogently, that instead of going into the taxpayers’ pockets and taking 
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out the dollars, let them build up their production and let them reserve 
the dollars. 

Two of the commodities, as you know, which they have as the source 
for the acquisition of dollars and building up their dollars today, are 
rubber and tin; and we are still dependent on these large producing 
areas of these two commodities, which dependence is such that if the 
sources are shut off we would find ourselves in almost as desperate 
straits as we were in World War II. 

It is for that reason that, while realizing we have to help these 
allies, | think at the same time we cannot be in a position, in my 
opinion, again to be absolutely dependent on this monopolistic 
control—and it is a monopolistic control, as evidenced by the state- 
ment that Mr. Pratt made showing where the prices of natural rubber 
went up from 16 cents a pound to around 82 cents, I think he said, 
or 80 cents. And, much as J deplore as a good Democrat, much as 
I deplore Government intervention with private business, I think 
this is a matter which is of such paramount importance to the Nation’s 
future and security, as well as providing on outlet for various elements 
of our production, agricultural and mineral production, I am very 
much concerned in keeping our synthetic-rubber production on a 
going basis, a production basis where we can rely on it. 

I would much prefer, as you suggest, that it be in the hands of 
private industry but until we can effect that transition I am very 
anxious that we keep the synthetic-rubber production up to an 
efficient point. 

I did not intend to make a speech at this time. 

Mr. Larson. I think that you and I are in complete agreement. 
It is the timing of the thing with which we are concerned. Now is 
not the time. I agree with that. 

Senator GiLtLeTTe. You have nothing further? 

Mr. Larson. No. 

Senator GitLterre. Any questions? 

Senator Toyz. No, I have no questions. 

Senator Gittetre. Mr. O’Connor? 

Mr. O’Connor. I have no questions. 

Senator Gitterre. Off the record. 

(Discussion off the record.) 


STATEMENT OF LELAND SPENCER, SYNTHETIC RUBBER DIVISION, 
RECONSTRUCTION FINANCE CORPORATION 


Senator Gitterre. Mr. Spencer, I believe that since you last 
testified before us your job has been changed and you are now head 
of the Reconstruction Finance Corporation. 

Mr. Spencer, I am the head of the Synthetic Rubber Division 
of RFC. 

First, I would like to comment on the GR-S general-purpose rubber- 
capacity picture. 

As of today for the production of general-purpose synthetic rubber, 
the capacity represents 800,000 tons annually but by July 1 of this 
year that capacity will be 840,000 tons annually. 

Senator Girtertr. That is capacity. 

Mr. Spencer. Yes, sir; long tons in each case. 
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By the end of this year our capacity will equal 860,000 long tons 
annually, which is our ultimate objective. 

With the present level of operations, keeping in mind the current 
capacity of 800,000 long tons, the present current production is 
740,000 long tons. 

In the last several months we have gradually rebuilt our inventory 
of GR-S, in the hands of both Government and industry, to what is 
now a “long position.’’ Currently our consumption of GR-S is 
running at the rate of 60,000 tons a month and we are still adding some 
2,000 or 3,000 tons a month to what is already a long position. 

That, of course, involves the expense of outside warehouses and 
the rehandling expense plus deterioration of the product that takes 
place in such a rehandling operation. 

It is our present plan to continue at the 700,000-ton rate, compared 
to the 800,000 existing capacity until such time as the actual con- 
sumption proves that it is no longer practicable for us to continue 
at that rate. 

The probabilities are that consumption will ease off from this 
60,000 tons; but, nevertheless, we will continue production at the 
62,000- or 63,000-ton rate until such time as we are bottlenecked 
with warehouse space. 

Senator Gitterre. That produc tion of 62,000 tons a month repre- 
sents a ity or production? 

Mr. Spencer. That represents our current production schedule, 
and that is at the rate of 740,000 tons a vear. 

Senator Gitterre. Which is less than capacity. 

Mr. Spencer. It is less than capacity so that we are no longer 
limited. Production could go on up if the requirements went up or 
if we needed that extra production. 

In that connection I would like you to note that our ware ‘house 
space at our current production rate will accommodate only 4 dé oe 
production. Warehouse accommodation is our real problem and i 
requires utilization of ‘in transit”? and “en route’? warehouses 

Senator Gituterre. Does the rubber deteriorate rapidly? 

Mr. Spencer. It does deteriorate but that has not been a problem 
because we turn it over regularly. 

We have some 50,000 tons inventory now, which is less than | 
month’s consumption. 

Senator Gitterre. Does it require any special warehouse or any 
dry warehouse? 

Mr. Spencer. Any dry warehouse will do the job. The real prob- 
lem is to try to find warehouses that are clean and are economical to 
reach by transportation ‘‘in and out” of the warehouses. It is an 
expensive arrangement, but one which we feel is justified in the interest 
of the national security. 

Senator Gitterre. Are you restricting your warehouse space or 
acquiring it near the synthetic-rubber plants, or do you transport 
the rubber? 

Mr. Spencer. We are utilizing space that is nearby the plants and 
in addition are utilizing en route space, en route to the ultimate 
destination insofar as we can find warehouses near railroad tracks so 
that the material is always flowing in the direction of the consumer. 

Now, as to prices, it is our policy to operate the synthetic rubber 
program on a “‘no-loss, no-profit” position. The price varies; the 
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price variation can range from somewhere in the neighborhood of 18 
cents operating solely on petroleum butadiene to about 25 cents if 
we also utilize the entire alcohol butadiene facilities, The differential 
in cost between the petroleum butadiene and the alcohol butadiene is 
reflected in the GR-S price, it is the difference between 18 and 38 
cents a pound 

Senator Tuye. 18 and 38 cents? 

Mr. Spencer. Yes, sir. 

Senator THyr. And I suppose vour petroleum butadiene is 18 
cents? 

Mr. Spencer. That is correct. 

Senator THyr. And the grain alcohol is 38 cents. 

Mr. Spencer. Yes. 

Senator Gitterre. But in both you use the alcohol as a source? 

Mr. Spencer. Not on petroleum-butadiene GR-S. 

Senator GitLerre. I thought you used synthetic alcohol. 

Mr. Spencer. No, sir, we have not used any synthetic alcohol in 
the program for months. 

Senator THye. One reason is the present shortage of feed erain. 

Mr. Spencer. We use alcohol butadiene because of the expense, 
only to the extent necessary—it is a residual area where we incur a 
higher cost for alcohol butadiene as a raw material because 

Senator Torr. You mean the distance from the petroleum fields 
where you would have to ship it? 

Mr. Spencer. Well, no, sir. Alcohol, for example, is 75 cents a 
gallon or in that neighborhood, and with it we produce GR-S at a 
cost of 38 cents a pound. 

Senator Toye. Yes. 

Mr. Spencer. With petroleum as the source, at the present price 
of material we can produce GR-S at a cost of 18 cents a pound. 

Senator Gituterre. But, Mr. Spencer, you are talking about the 
petroleum source. What elements of petroleum are vou using if you 
do not use the synthetic alcohol to make your butadiene? 

\Ir. Spencer. There are two ways that you can make butadiene: 
One is to make it from grain alcohol, pure and simple. The other is 
from butane and butylene, both of which are petroleum-base ma- 
terials. It is not necessary to use the two (grain alcohol and bu- 
tane/butylene) together. You can use one or the other. We use the 
low-cost material to the extent of its availability, supplementing it 
by the other, the grain alcohol, only to the extent necessary to meet 
our total requirements. 

Senator Tuyr. In other words, you have two different types of 
processing plants? 

Mr. Spencer. Yes. 

Senator Tuyr. And therefore in order to get the maximum you 
must use both types of plants? 

Mr. Spencer. Yes, sir. 

Senator Tyyr. And that is the answer as to why you do not proc- 
ess the higher-cost product? It is because you have the plants that 
will permit you to use all petroleum? 

Mr. Spencer. That is right. 

Senator Toyz. You cannot use some of this soft corn? It would 
otherwise be an absolute loss? 
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Mr. Spencer. Well, we appreciate that, and in order to give a 
measure of relief to the farmers in the ¢ommunities as well as the 
cane: growers in Louisiana, we have bought alcohol from those 
sources. 

Senator Tuyr. Your alcohol is produced from the kind that is 
known as high-moisture corn? 

Mr. Spencer. That is right. 

Senator Ture. It costs between 40 and 50 cents a bushel to dry 
the corn, Once your corn gets so damp, after the frost is out, vou 
cannot even shovel it out of the crib. You have that problem 2 
moving it before it softens to a point where you cannot even sell i 

Mr. Spencer. On that point I would like the committee to ase 
that all of the aleohol which we are now purchasing and for which 
we have commitments, is aleohol designed to be manufactured from 
grain. We have no other commitments except long-term commit- 
ments, and they were made months ago. On that point also, we 
have enough alcohol to substantially meet our needs for the balance 
of this calendar year. 

Senator GitLerre. You have it now 

Mr. Spencer. We have it committed. We are noi in a position 
to give you any further assistance. 

Senator Gitterre. And you are not using synthetic alcohol in the 
manufacture of rubber at all? 

Mr. Spencer. No, sir. 

Now, as to the ratio of alcohol and petroleum required, it all de- 
pends on the type of facilities which we will be forced to use to meet 
requirements. We have in the offing to go into extensive warehous- 
ing programs or we have to cut our produce tion program. With re- 
spect to synthetic rubber prices, since it is our policy to operate on 
a no-profit, no-loss operation, we try to keep profits and losses in 
balance by making periodic price adjustments. 

On butyl we are presently produci ing at the rate of 22,000 to 23,000 
long tons per quarter, which is an increase from about 18,000 long 
tons per quarter in the middle of 1951. 

The Government-owned inventory of butyl has now reached a 
point where we have increased the second quarter allocation te 
25,000 long tons which compares to a previous quarterly consump 
tion for civilian purposes of about 18,000 to 19,000 tons heretofore 

Since the first-quarter allocations were not fully taken up—that is, 
the supplemental allocation that Mr. Pratt spoke of—we now feel 
that there is a good possibility that we can remove the butyl allocation 
controls in the very near future and that is being very seriously 
considered now in the interested Government agencies. 

On the question of cold rubber, the second quarter percentage of 
total GR-S that will be represented by cold rubber production equals 
50 percent of all GR-S of the cold rubber type; in the third quarter 
about 60 percent, and in the fourth quarter about 70 percent, and in 
the first quarter of 1953, 75 percent, which is our ultimate target. 

If our level of total GR—S consumption, and consequently produc- 
tion, drops below the 740,000-ton rate then the percentage of cold will 
go up because we will operate our cold rubber facilities to capacity. 

Senator Gitterre. What do you mean by cold rubber? 

Mr. Spencer. That is rubber that is manufactured at low tempera- 
tures and is a development that began about 1950. It is a superior 
product to the regular general-purpose, high-temperature or “hot” 
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rubber that was manufactured theretofore. We are in the process of 
converting our former facilities to attain a 75 percent ratio of cold, 
These climbing percentages by quarters reflect that conversion. 

There is one point which Mr. Larson made that I would like to 
clear up for the record. He indicated that there was a possibility or a 
probability that synthetic rubber might fully replace natural rubber, 

While we have made great strides in that direction, we do not 
foresee that happening to the extent that I gathered from his remarks. 
We are now necessarily using natural rubber for many products in 
which synthetic has not yet been satisfactorily substituted—about 
one-third of our total rubber consumption is natural. We can go 
much further in replacing natural rubber in an “all-out’’ emergency 
but we could not eliminate it entirely. I just wanted the record to 
show that because some of those present might have gained the wrong 
impression. 

Senator GILLETTE. Are we exporting synthetic rubber? 

Mr. Spencer. On the question of exporting synthetic rubber, we 
did not export any in 1951. We made 17,000 tons available for export 
in the first quarter of 1952. To date almost that entire quantity has 
been taken up with export licenses but actual orders to the Recon- 
struction Finance Corporation for shipment which are accompanied 
with cash only represent some 6,000 tons. 

Senator GrtLterre. Where would that go? ; 

Mr. Spencer. That goes to some 18 countries, all European 
countries—South Africa and Central and South America. 

Senator GitLerre. A number of the European countries have their 
own synthetic rubber production, do they not? 

Mr. Spencer. The only plants now operating in Europe are in 
Germany. 

Senator Gitterre. The only plants are in Germany? 

Mr. Spencer. Yes. And one of those plants was reactivated 
November or December 1951. 

Senator Gitterre. They are using alcohol? 

Mr. Spencer. They are using synthetic alcohol manufactured from 
coal, in the coking oven, not from grain. 

Senator GiuLerre. In their original research, as I recall it, they 
were using alcohol produced from a poor grade of potatoes 

Mr, Spencer. That is right, 

Senator GitLterre. And Russia was doing the same thing formerly. 

Mr. Spencer. That is right. 

In the division of Germany, two of the plants were in the western 
area and one in the Russian, and the two plants in the western area 
were shut down on June 30, 1948. I happened to sign the order that 
closed them down. 

Senator GitLerre. Are the orders for synthetic rubber for export 
increasing or are you receiving orders in increased number? You 
say they are not being filled 

Mr. Spencer. Primarily, we think the reason for the failure of the 
foreign countries to execute their full licenses, which I mentioned 
was in the neighborhood of 17,000 tons, while the orders only amounted 
to 6,000 tons—we believe that is a problem of obtaining the neces- 
sary dollar exchange. We have had an export program only some 
3 months and we hope that the quantity will increase for export 
purposes because that allows us to increase the level of our operation 
of our own plants, which again is in the national security interest. 
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So, we are proposing, and I am sure it will be completed in a few 
days, to export freely without any limitation whatsoever, beginning 
April. 

Senator GiLtLerre. That is certainly encouraging. 

Mr. Spencer. Now, I believe I have touched on all the pomts 
that have been raised. 

Senator GitLerre. Do you have any questions, Senator Thye? 

Senator Toye. No. I think we have been given a very thorough 
report on the situation, and I certainly appreciate it. 

Senator GILLerre. | agree. 

Mr. Pratt, do you have any questions? 

Mr. Prarr. Would you care to express any opinion as to what the 
minimum consumption of synthetic rubber should be for security 
purposes? , 

Mr. Spencer. In my opinion—and I always have an opinion—we 
should not allow our consumption of synthetic rubber to drop below 
the point where all of our petroleum butadiene plants are in operation. 

Mr. Prarr.*] fully concur in that. 

Mr. Spencer. The petroleum capacity in relation to the 800,000 
figure I gave you, the petroleum proportion of that capacity by the 
end of this year will represent between 600,000 and 650,000 tons, all 
from petroleum. 

The difference between 650,000 and whatever we might operate 
up to the ultimate capacity of the equipment of 860,000 would have 
to be from alcohol and I would urge that we not drop below the con- 
sumption level that will require us to operate all our petroleum buta- 
diene plants. 

Senator GILLETTE. Mr. O’Connor, do you have any questions? 

Mr. O’Connor. No, sir. 

Mr. Prarr. How does synthetic rubber stockpile, that is, does it 
deteriorate- 

Mr. Spencer. Our experience has been limited there, but we have 
records showing that we do not suffer deterioration if we turn it over 
every 6 months. Then, there is another factor against stockpiling 
synthetic on a very large scale, which is the day-to-day technological 
developments. Every day we are developing new and better formu- 
las. We have to date tried over 700 different combinations of 
synthetic formulas. 

Senator GitLterre. You are still operating these plants under lease? 

Mr. Spencer. Yes, sir. 

Senator GILLETTE. The lessees are operating them? 

Mr. Spencer. Yes, sir. 

Senator Gitterre. Is there something else, Mr. Pratt? 

Mr. Prarr. No, su 

Senator Gitterre. Well, we are certainly grateful to all of you. 
You, Mr. Pratt, representing the Watchdog Committee, have done a 
superb work, and I think compliments are due you gentlemen in the 
agencies for the drastically improved picture that we now have before 
us. We cannot credit you with all of it but we can credit you with 
the proper part of it. 

The committee will rise and reassemble tomorrow morning at 10:00 
o'clock, in this same room. 

(Whereupon, at 12 m., the subcommittee recessed to reconvene at 
10 a. m., Friday, March 28, 1952.) 
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FRIDAY, MARCH 28, 1952 


UNITED STATES SENATE, 
SUBCOMMITTEE ON RUBBER OF THI 
SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D.C 

The subcommittee met, pursuant to recess, at 10 a. m., in the Dis- 
trict of Columbia Committee room, United States Capitol Building, 
Senator Guy M. Gillette (chairman of the subcommittee) presiding 

Present: Senators Gillette (chairman of the subcommittee), and 
Thye. 

(lso present: Blake O’Connor, of the professional staff; and Donald 
Pratt, Durkee-Atwood Co. 

Senator Gitterre. The subcommittee will come to order. 

The subcommittee meets today pursuant to the recess taken yester- 
day to hear additional testimony with reference to the rubber situation 
which we have been investigating from time to time. 

The first witness, ] am informed, is Mr. George J. Burger 

Mr. Burger, you have a prepared statement? 

Mr. Burcer. Exactly. 

Senator Gitterre. And you want to present it to the committee? 

Mr. Burcer. Exactly, Senator. 

Senator Gitterre. And the statement gives your residence anc 
official position? 

Mr. Burger. Exactly, everything. 

Senator Gitterre. All right, you may proceed, Mr. Burger 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT IN CHARGE 
OF WASHINGTON OFFICE, NATIONAL FEDERATION OF INDE- 
PENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Burcer. I am George J. Burger, vice president of the National 
Federation of Independent Business, and representative in Washington 
of the Burger Tire Consultant Service and the National Independent. 

The National Federation of Independent Business is, as you know, 
an organization composed entirely of independent businessmen in all 
lines of effort, and professional men, across the Nation. It has the 
largest membership of any business organization in the Nation. The 
Burger Tire Consultant Service is a much smaller organization whose 
membership is based entirely on independent tire dealers in all parts 
of the country. Burger Tire Consultant Service is the publisher of 
National Independent, a tire-trade publication devoted to furthering 
the interests of the independent tire trade, both at the dealer and the 
manufacturer levels. 

As you also know, the Federation, by vote of its membership, and 

surger Tire Consultant Service and National Independent are opposed 
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to monopoly, and have been insistent on the break-up of monopolies 
through vigorous enforcement of all antitrust laws wherever such 
monopolies threaten the well-being of independent business. 

We believe that these uncontrolled monopolies are against the best 
interests of the entire Nation, as well as of the independent business- 
men, because they are the opposite of the free, competitive, inde- 
pendent enterprise system on which our Nation has grown great, and 
on which our system of personal liberties have been based, in great 
part, over the vears. 

| am appearing before you today to speak and to plead frankly for 
action, op one aspect of these monopoly practices which affect, 
particularly the independent tire trade. In shert, | am appearing 
before you to speak on the relationships by which the Big -4 tire 
manufacturers and the automobile manufacturers bave taken the 
fifth tire on new automobiles from the replacement tire market—by 
which they have, if you please, monopolized this business. 

Let me give a little background. As the new car is today sold 
the consumer, it is equipeed with four tires on the running wheels, 
and one tire on the spare-tire rim. The four running-wheel tires 
have always been known as original equipment. By some people, 
the fifth tire bas also been known, at times, as original equipment; 
but today the thinking on this matter is becoming more logical, and 
the fifth tire is becoming known more widely as standard equipment. 

This was not always so. Prior to 1930, cars were sold to consumers 
equipped with only the four running-wheel tires. Sale of the fifth, 
or spare, tire was left to independent tire dealers, to handle on the free, 
competitive replacement market. This was a logical arrangement, 
for cars were perfectly capable of being driven from the dealer’s 
showroom on the four running-wheel tires. There was no greater 
need for their carrying a spare direct from the manufacturer than 
there was need for them to carry extra spark plugs, extra batteries, 
extra plates of glass for the windows, or extra fenders, at that time 
just as there is no greater need now. 

This fifth-tire business was a profitable part of the operations of tire, 
battery, and accessory supply to auto dealers conducted by inde- 
pendent businessmen. I should know, for, at that time, and for many 
vears earlier, | had my own small, independent automobile supply 
business, dealing chiefly with independent automobile dealers in the 
General Motors lines, particularly Buick. 

My business was a good business. It never made me a millionaire; 
but it provided a good living for myself and my family, and for my 
five employees and their families. It rented space, gave trade to many 
manufacturers and suppliers, and paid taxes to New York City, the 
State of New York, and to the Federal Government. 

In this business, one of my employees and I were the outside men. 
Regularly I got into my car in the morning to make the rounds of my 
automobile-dealer customers in New York, New Jersey, and Connecti- 


cut. My trade with them customarily was in spare tires, tires for 
change-over and general automobile accessories. My relations with 
them were excellent. They got good products at fair prices, their 


customers were satisfied, and we both made a fair profit on the business. 

But one day this all commenced to change. I believe it was first 
at an automobile-dealer establishment, during the year 1930, that. I 
found General Motors had embarked on a new program—that of 
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supplying fifth tires and some accessories dire¢t to the dealer from the 
factory. More than this, I found that this switch had been ac- 
companied by factory directions to dealers that they were to be the 
only suppliers. I believe that the program was labeled a “B. O. P. 
program, 

B.O. P., Mr. Chairman, means Buick, Olds, Pontiac. 

From then on, my auto dealers, in order to carry my goods, had to 
bootleg them. And with the factory supervision that was gerowing 
about the automobile dealers, once completely independent business- 
men, it became increasingly difficult for them to carry my goods. A 
heavy blow had been dealt to my business. 

In time, I believe it ae in 1935, I was finally forced to close my 
doors. I will not say that this was due entirely to this increasing 
monopoly. We are all come an, I the same as my competitor, and we 
all make mistakes in judgment. Then there was, at the time, a serious 
depression—and I, like all others, was affected. But 1 do say it is a 
fact that the monopoly which grew up at the time on the part of the 
automakers on fifth tires and other accessories certainly did weaken 
my business structure and did materially help to close down my 
business. 

Do not, however, for one moment think, gentlemen, that I was 
alone. There were thousands of other independent businessmen in 
the automotive supply business across the Nation who were in the 
same boat with me. And they, too, had to close their doors for the 
same reason. And it has continued to plague remaining independ- 
ents in the automotive field to this very day. 

I pause there, Mr. Chairman, to say that similar testimony was 
given by Mr. Ruark of the Motor Equipment and Wholesale Associa- 
tion last fall before the House Judiciary Committee on the same 
proposition that [ am talking on, on motor parts. 

Let’s take a look at this monopoly, and see what it has meant 
Over the past 21 vears the automobile industry has produced, and 
sold, approximately some 55 million passenger cars. It is not going 
too far to assume that each of these cars was sold to consumers equip- 
ped with a fifth, or spare tire. That means during the vears the 
automobile manufacturers handled, directly from tire manufacturer 
through auto dealer to consumer, some 55 million passenger tires, 
which tires, prior to 1930, had been sold to consumers either 
directly by independent tire dealers or by tire dealers through auto 
dealers. It means also that the smaller, independent rubber manufac- 
turers which, prior to 1930, had been producing for sale on this mar- 
ket, were deprived of their share of this 55 million casing market 

Let’s investigate further. 

Kirst as to the independent tire dealers. For this purpose I am 
using statistics presented by the Federal Trade Commission majority 
in the tire maximum discount order of January of this year. Ad 
mittedly this will furnish an unperfect basis for my analysis in that 
I am applying percentages descriptive of volume of pure hases as the 
basis for figuring unit volume; but I believe that it gives a better 
picture of the impact of this monopoly on tire independents and 
others than any other basis. 

For instance, the Commission reported that in 1947, 47,000 inde 
pendent dealers, 98 percent of all outlets, accounted for 52 percent 
of all purchases. Let us assume that these purchases reflect unit 








30 RUBBER PROGRAM 


sales over the past 21 years, and we conclude that over this period 
these dealers have been deprived, each year, of the sale of 28 casings 
each. 

The Commission reports further that 888 larger independent tire 
dealers, about 2 percent of all outlets, accounted for about 19 percent 
of all purchases. Let us assume that these purchases reflect unit 
sales, and we come to the conclusion that over the past 21 years 
each of these dealers has been deprived, each year, of the sale of 
530 tires 

With the sweet we must take, of course, the bitter. So to con- 
tinue, each of the 52 smaller-volume mass distributors, about 0.11 
percent of all outlets, has been deprived of 30,000 casings. And 
each of the two largest distributors has been deprived of the sale of 
about 100,000 casings each vear. 

Your reaction may be, ‘Well, in view of the relatively tremendous 
benefit which would be conferred on the giant mass distributors 
as opposed to the smaller independents, why do vou bother as a 
ve of independent tire dealers with this?’ <A_ logical 


representatiy 
question. But, against this—and entirely aside from the matter of 
principle involved—if vou place any action returning the sale of 


spare tires from their present monopolized market to the free, com- 
petitive replacement market against the background furnished by 
the Federal Trade Commission tire maximum discount order, you 
will see that the opportunities for small independents will be vastly 
enlarged over what they would seem to be from the above analysis. 

[ mention that, Mr. Chairman, because under this rule that was pro- 
posed by the Federal ‘Trade Commission setting maximum quantity 
discount for the rubber-tire mdustry for the first time in the history 
of the Robinson-Patman Act, if the law ts sustained—which the big 
raw-rubber companies are now fighting—if the law is sustained, it will 
place the independent tire dealers in your State and other States right 
where they belonged 20 years ago so they vet their share of the 
business. — 

Second, as to the smaller, independent tire manufacturers: For this 
purpose | use statistics prepared anc presented by the Federal Trade 
Commission within the past several years, which indicate that the 
Big 4 account for about 70 percent of tire sales. On this basis it seems 
reasonable to assume that over the past 21 years the 17 smaller inde- 
pendent tire manufacturers each has lost an average yearly unit sales 
amounting to 47,000 casings by virtue of the existence of the tire man- 
ufacturer-auto manufacturer spare-tire monopoly. Viewed from 
another angle, because of the existence of this monopoly over the past 
21 years, the smaller, independent tire manufacturers have been shut 
out of 16,500,000 individual tire sales. I assume, of course, that over 
the years the Big 1 would have sold in free, competitive spare tire 
sales the same 70 percent of all sales they sold in other tire-sale fields. 

so you can see a definite loss to the smaller, independent tire Manu- 
facturers. This loss has been reflected, to a point m the failing vi- 
tality of these fabricators in normal times, and in the failure of one or 
more of their company over past vears 

And on that point, Mr. Chairman, to the credit of the Senate Small 
Business Committee, beginning under the able leadership of Senator 
James Murray of Montana, this committee and its predecessor has 
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been in the forefront of the attempt to bring about equality in the dis- 
tribution field in the tire industry. 

Not as obvious, however, is its indirect effect on tire independents. 
For when the smaller manufacturers weaken or fail, the independents 
necessarily do likewise—and beyond this their own area of freedom of 
action narrows. I don’t have to mention to you, perhaps, the many 
dealers who have become discouraged with the unfair tactics of some 
suppliers and who desire to make contacts with others—have found 
this impossible because of the lack of alternative sources, and have 
finally been forced to bend to the control of their suppliers. 

| could prove that statement, Mr. Chairman, because of the acqui- 
sition of the United States Rubber Co. that was thoroughly explored 
on the House floor in 1939 when they acquired the Fiske Rubber Co 
The Assistant Attorney General at the time wrote to the Congress 
that the matter of that merger should be a matter for the courts to 
decide, whether it was permissible. The dealers who had lined up 
with the Fiske Rubber Co. found themselves back in the United 
States Rubber Co. where they ceased operation due to the merger, 
That is what [am getting at. 

But also, as you learned in vour hearings last year, this monopoly 
has a greater significance to the smaller tire manufacturers and inde- 
pendent dealers than mere sales lost over the 21 years as significant 
as these sales losses have been. For in times of poor replacement- 
market activity the sale of spares has accounted for as much as 50 
percent of total tire sales. In other words, when the going was rough 
for smaller tire manufacturers and independent tire dealers, the Big 4 
continued to enjoy the advantage of their monopolized spare tire 
market. Then in times of emergency when Government controlled 
and allocated the supply of rubber, their historical background, due 
i some part to consumption of rubber for spare-tire manufacture 
has given them a tremendous advantage over smaller-tire-maker com- 
petitors, and has enabled them to throw their weight around in the 
retail tire field in a manner which, if not calculated to harm inde- 
pendent dealers, has at least had that effect 

So much for its significance to independent dealers and smaller tire 
manufacturers. And now how about its effect on consumer? 

Over the years a myth has grown up, or should | say has been built 
up, to the effect that consumers have benefited by this monopolistic 
spare-tire connection. But consumers haven’t been the only ones 
taken in. Even Congressmen and other prominent members of the 
Government— including, | am afraid, some members of our antitrust 
agencies—have fallen under its spell. 

That myth has been, variously, that the consumers have been 
getting these spare tires with their new cars without charge, or that 
they have been getting them at a smaller price than they would have 
to pay buying through dealers on the free, competitive replacement 
market. 

The myth, gentlemen, ts just that—a myth, It is totally without 
foundation. For one thing, nobody gets anything for nothing. The 
tire manufacturers have been selling the spares to the auto makers, 
and certainly the auto makers have not been donating them free to 
consumers. 

The question then becomes, “Just what are consumers paying, what’ 
have they been paying for these spares?” 
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I say to you that consumers have been paying full retail list price 
for these spares, the full retail list price which dealers normally use as a 
starting point for figuring discounts for actual selling price. I say to 
you that, at best, consumers have been paying as much for these spares 
on cars at time of delivery as they would have been paying if they 
bought from dealers on the free, competitive replacement market, and, 
at worst, far more than they would have been paying had they bought 
them from dealers on the free market, because the auto manufacturers 
have fixed the price at which they sell on new cars. 

Now, no one knows for sure just what the auto makers pay the 
tire makers for their spares, but one tire giant, the United States 
Rubber Co., told your predecessor Senate Small Business Committee 
in 1946 that it sold spares to the auto makers at near the prices it 
charges its large dealers (who may or may not have been, within the 
meaning of the word, distributors who, according to the Federal Trade 
Commission, have bought at up to 40 percent off list), while it sold the 
four running-wheel tires to the auto manufacturers substantially below 
= price. Beyond this, we know that there was testimony from Mr. 

Leland Spencer before your committee last year that the automobile 

manufacturers add a handling charge, to the cost of these casings in 
passing the caiamaned auto price to the dealer. We believe Mr. 
Spencer was not exact in his statement on the size of this handling 
charge, but placed it for purposes of illustration at or near 10 percent 
of the cost to the auto manufacturer. 

Mr. Chairman, at this point I would like to ask permission of the 
Chair to introduce into the record a letter dated March 18, 1952, 
directed to the Honorable F. Edward Hébert, chairman of the Sub- 
committee on Procurement, Committee on Armed Services, House of 
Representatives, and signed by Maj. Gen. Miles Reber, Chief of 
Legislative Liaison. 

I would just like to quote into the record what the general says on 
that small handling charge. He is writing to the Congressman, and 
the Congressman sent me this copy of this letter through our good 
friend the Honorable Jack Z. Anderson, of San Jose, Calif. 


With regard to the alleged differential in cost representing the vehicle manu- 


facturer’s profit, it is questionable whether the policy of the Navy is more eco- 

mical than the polici Fthe Ar and Air Force. c idering the first ¢ 
nomical than the policies of the Army anc ir Foree, considering the first cost of 
the spare tire only When the spare tire is purchased with the vehicle, the manu- 
facturer performs a handling operation and the operation of mounting the spare 
tire and tube on the spare wheel and is encitled to some consideration for this 
service In contrast to this, if the Navy requires spare tires in the operation of 


the vehicles, it is necessary for the Navy to requisition these tires from field 
dep ts or ordnance depots and mount the spare tires on the spare wheels them- 
selves. Under single-service procurement, assignments, the Ordnance Corps is 
responsible for the buying of all replacement tires for all departments except 
emergency local procurement purchases 

What I am getting at, Mr. Chairman, is the point of the admission 
there of a small handling charge. 

Being a member of the automotive industry for 43 years, my experi- 
ence is that the automobile manufacturers by and large will never 
handle anything as a service unless it gives them a substantial profit. 
I say that with no disrespect to them because probably that is why 
they are very successful. 

(The letter referred to is as follows: ) 
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\larcnu 18 1952 
Hon. F. Epwarp H&érerrt, 
Chairman. Subcommittee on Procuremer 
Committee on Armed S é Hlouse of Represe ity 

Dkar Mr. HEBER’ lam writing in further reply t our letter of Jar ry 2 
1952, in which vou brought to my attenti an inquiry respect pol 
the Departme1 of the Army which governs the rocuremenht OF spare tir I< 
Mmntary and tactical ICs You asked me to provide vo 1 i I ‘ 
report on this matter 

I} ba 1 \ regard to t procure! ) par for 1 

( ‘ i i 4 i eal i ith ti 4 { l of I r ract I 
be procured with spar r This policy was hy 1 bi Departments 

the Army, Navy, and Air Force bv coordinaté Let and all thr 

&rvice follow th pt icy 

Che policy with regard to procurement of spare til AMmMercia it 
xr the Army, Navy, and Air Force has been deter ned by the mi rv ' 
ients of the thr SETVICE The Army generally pr I pare ! 
com t al Ve ‘los W t he @N eptuion OF ily ] mip I 
ruck tractor I Air Force procures spare til on ! ‘ 
verything except cab and chassis The Na procure ul 
tbove should be e ider las general po yt i 1) fi tance 
have been procured by the Ordnance Corps for all thr Departments | 
i! i without spare tires 

In establishing the different policies the followi fa , re tal 


sideration by t! 
procurement of 

















1. Whether 1 withir e fir posts, camy 
rr stations; e r from po » poi ros ) 
operations on 

2. Whether or not the vehicle is to be placed in im ate us 

3. Destination of the vehicle 

1. Whether or not the vehicle is dispatched and operated from a motor poo 

In general the Army and Air Force vehicles are operated on posts, camps, a 
stations and air bases widely dispersed throughout the United States, with 1 
located at some distance from largely populated urban areas These vehicl 
are subjected to frequent point-to-point, cross-country Operations over ope 
highwavs as its for this reason, both tl Art wid Air For uve 
adopted the policy of operating commerce): I ital ebi 
spare tires vv on the other hand genera operates ‘ ‘ 
vehicles at shore in ons located in the vicinity of larg rban areas t 

icles in general are all operated out of motor pool or these reasons the 
Navy has adopted the policy of operating their commercial-type } tary vehicles 
without spare tires 

Phe cost Of spare tire purchase { Wit! comn ii ( Irom the mal 
facturers has not beer established The vehicles are pre red by the Ordna 
Corps for the three Departments bv formally adver 1 procuren t | ie 
formal advertising procurement procedures, bidders are t required to 
ost breakdown: however, the Government’s interest protected by awart 
made to the lowest bidders The prospective bidders pr D 
hese vehicles for bid purposes as a complete item } iding or ex ling spar 
tires in accordance with the invitation-for-bid requirements [In gener: ea 
hidder’s practice is to start with the cost of the mmplete vehicle, as req i 
the invitation for bid, and build up or reduce tl total price on a dollar | 
the ease may be, in order to arrive at a bid price, which, in their opinion, w ass 
them a fair return and a reasonable assurance of being the low bidder In estal 
lishing unit prices for bid purposes in this manner, there is no way that eit! the 
Ordnance or e manufacturer can extract the exa cost Of the spare tires tre 
tl Is price 

Witl re gard to the all ged differential l COs repre ! I thre en i 
facturer’s profit . esti ul whether the » \ i ihe Na 
econon ical thar thre Do les of t the | ree considel : f | 
cost of the spare tire only Whe purchased with the 
the manufacturer pertorms @ handll 1 the operation of 
the spare tire and tube on the spare me conside 
for this service In contrast to thi par ! 
tion of the vehicles, it NeCESSAT ( ‘ I 
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themselves. Under single-service procurement assignments, the Ordnance Corps 
is responsible for the buying of all replacement tires for all Departments except 
emergency local procurement purchases. 

To draw a price comparison between the two policies, the administrative cost of 
processing requisitions, shipping and receiving documents, depot storage and 
hanaling costs, transportation cost of the spare tires from depot stccks to points 
of use, handling charges and the cost ot mounting the tires on the spare wheels must 
be added to the base cost of the tire to the Government purchased by formal 
advertising or under regular procurement schedules. When these costs are taken 
into consideration, it is believed that any differential in costs between the spare 
tire purchased with the vehicle and the spare tire purchased separately according 
to the Navy policy would be negligible or nonexistent. 

Thank you for bringing this matter to my attention. I trust I have clarified to 
your subcommittee the policies involved in the tire-procurement program, as well 
as the functioning procedures of these policies, as applied to the three services. 
Should you require any additional data in this connection, please do not hesitate 
to let me know. 

Very sincerely, Mites REBER, 
Major General, GS, 
Chief of Legislative Liaison, 

Mr. Burcer. And we know that the automobile dealer places, 
when possible, a full 25-percent or more mark-up on the cost of the 
car when selling it to the consumer. Figure out for yourself just 
where the saving comes in for the ultimate consumer, the automobile 
buyer, who cannot, as he could on the free, competitive replacement 
market, dicker between sellers for his spare tire. 

Against this, consider that in its complaint against the General 
Motors-Du Pont-United States Rubber combine the Justice Depart- 
ment disclosed that prewar United States Rubber had an agreement 
with the General Motors Corp. to furnish first spares to its manu- 
facturing divisions at a price below that charged for running wheel 
tires, while delivering second spares free for cars destined for the 
export market or ordered by manufacturing divisions taking their 
entire tire needs from the U nited States Rubber Co. 

Here you might ask, “Well, if they are buying so low, can they not 
sell, even using the same mark-ups as tire wholesalers and retailers, 
at lower prices than dealers would have to charge?’’ You might ask 
also, ‘‘Well, you have told us about the United States Rubber Co. 
How about the practices of the others of the Big Four?”’ 

Well, first things first. If—and I repeat ‘‘if’’—the auto makers 
are buying at these low prices, in which case the tire manufacturers 
run the risk of prosecution under the Robinson-Patman Act antiprice 
discrimination provisions, then they don’t show any visible signs of 
selling lower. I have the word of one industry authority that one of 
the leading car manufacturers has made up to a $12 unit profit on sale 
of spares to his automobile dealers. You have the word of witnesses 
before the House and Senate committees this year who have testified 
to the high prices the automobile manufacturers have been charging 
the Government, which is relatively powerful; how may they be 
expected to deal with individual consumers, who are relative Ly defense- 
less? You have the implications of a Federal Trade Commission 
report, made public within the past few years, that during the period 
1929-37 the motorcar division of General Motors Corp. made an 
average of 24.85 cents on every dollar of accessory and part sales as 
contrasted with 7.8 cents on every dollar of sales of new cars them- 
selves, that during the same period the Ford Motor Co. made an 
average of 12.07 cents on every dollar of accessory and part sales 








RUBBER PROGRAM 35 


against an average of 0.36 cents’ loss on every dollar of sales on new 
cars, and that the Chrysler Corp. made an average net profit of 17.3 
cents on every dollar of accessory and part sales as contrasted with 
6.6 cents per dollar on sales of new cars. All, we assume, in addition 
to the retail mark-up taken by automobile dealers on this accessory 
and parts business. And you have the implications of information 
which I was recently privileged to disclose: That the Department of 
the Navy prefers to buy spares for its new cars via competitive bid 
through normal governmental replacement tire-purchasing channels 
than with the new cars from the manufacturers, because it feels it 
gets them cheaper this way 

Mr. Chairman, I have a letter from the highest-ranking official in 
the Navy Department, who gave me that information, which I would 
give to the committee in confidence, who made that statement that 
they prefer to buy their automobiles minus the spare tire 

Senator GitLterre. You do not care to put that letter in the record? 

Mr. Burcer. I will give the letter to the committee 

Senator Gitterre. The members of the committee? 

Mr. Burcer. Exactly. 

Senator Gitterre. All right 

Mr. Burcer. I would like to ask the permission first of the high- 
ranking official of the Navy Department. May I have that privilege? 

Senator GitLerre. Of course. 

Mr. Burcer. This last, we understand, has been denied as an 
unfactual report, but we have it to see proof presented in support of 
the denials. 

Within the past few weeks, Mr. Chairman, a lieutenant in the 
Navy Department from the Docks and Yards, I believe, called my 
New York office of the Burger Tire Consultant Service and wanted 
to know the source of my information—that my information was 
wrong. 

The New York office said they had no reason to hold any conver- 
sation but to get in touch with me in Washington, which they did. 

He said I was all wrong; that my source of information did not 
know what they were talking about. 

Well, he asked me where I got the information, but I said I was not 
disclosing it. But I could not get it from any higher person than 
from whom I got it, who is very cognizant of the pricing policies in the 
rubber-tire industry. 

In all this, | want it fully understood that I am not criticizing the 
automobile dealers. [| think my years of experience m_ the auto 
industry furnish convincing proof that the majority we ealers today 
are subject to many lines of auto-maaufacturer coutrol. The manu- 
facturers tell them what they want done, and the auto dealers do 
or else. I think a recent statement by Secretary of Commerce 
Charles Sawver bears me out on this point 

The honorable Secretary made that statement in substance to the 
chairman of the House Interstate aod Foreign Commerce Committ 
at the time that he urged the adoption of “fair trade’’ legislation 

The consumers have benefited? Reeall that 1 vear ago the National 
Production Authority, as a result of prodding by your committee, 
banned delivery of spare tires with new automobiles 1 order to con 
serve rubber. Through the period of the ban, the auto dealers 
refunded purchasers of new cars about half the price of new spare 
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tires, to compensate them for the missing spares. Half the price 


mind vou Now, take this fact and compare it with what I firmly 


believe are the charges that have been costed into auto retail prices 
on spares, and W hich consumers hi d been be fore ; and are again paying 

I called this fect to the attention of the Office of Price . dministra 
tion, and asked them what they would do about it. The gentlemen 


there were very pleasant, albeit exceedingly slow- -but did nothing. 
| called it to their attention again and again But still they did 


‘4 ry. ’ . 
nothing. They sai 


they were foreclosed by the law creating their 
gy any action that might disturb the normal channels 
distribution. Yet, ata later date they saw their way clear to doing 


something definite to “disturb” the channels of distribution in the 


agency trom taki 


| 
Ol 


meat industry. 
I called all these facts to the attention of both the Office of Price 


Administration and the National Production Authority, again and 
again ana agall Both agencies were again exceedingly pleasant, 


Over the vears I have called all of these facts, time and again, to 
the attention of both the Department of Justice, the Federal Trad 
Commission, congressional committees, and members of administra 
tive government and hav seen absolutely nothing done 

In that respect, I would like to insert in the record eae letter of 
March 25, 1952, from the Honorable James M. Mead, directed to me 
on this same subject 


Senator GILLettr. It will be inserted 


ae : ; sit Sha te 
Che letter referred to is as follows 


FEDERAL TRADE COMMISSION, 


Washington, March 25, 1952 


Wathinnten I) i 





Dear Mr. BurceErR: 1 am in receipt of vour letter of February 29, 1952, relative 
spare tit A 1 other accessories wit! whieh ney cars come equipped 

from t manufacture! You point out that the independent automobile dealer 
is! uecept ears with the 1 other accessories on the terms 
and condi lictated | the ear ms You refer to a report of the 
Hous terstat ind Foreign Commerce Committee dated February 26. 1952 
on page 10 wh the Secretary of Commerce is quoted as stating that in a 
substantial segment business, ineludit the automobile industry, resale pri 
i maintained b eal ut I manuiacturer will retus to sell to the dealer 
l f \ i ne manufacturer s price poles 

As heret 1! dicated to vou, the Antitrust Division, Department of Justi 
IS £11 xe werati tO Various practices I car manulacturer in the sale of 
automobiles to distributors and dealer cluding equipping each ear with a 
fifth or spare tire. view of the joint poliev of the Commission and the Depart 
ment of Justice to avoid duplication of law-enforcement proceedings in fields 
in which tl \ wences have con isdictior t would be inadvisable 
for the Con ission to give further consideration at this time to the matter 
pres if ve It gal s hereto that vou communicate wit! 
the Antit: I> Departn f ce 

Although the ( mission is unable to be of assistance to you in this instanee 
\ r interest and cooperation in presenting this matter to the Commission are 


JAMES M,. MeraAp, Chairman. 
Mr. Burcer. The Federal Trade Commission says the Department 
of Justice is handling the matter: that it does not want to duplicate 
action of its sister agency. The Department of Justice replies that 
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it has conducted cases against the tire giants in past years, but over 
looks the plain facts that the cases which it has conducted have 
either missed the point to a great degree or have produced not even 
temporary respite from the malpractices at which they have been 
aimed 

Senator Thye, | just received a letter from some dealers in Denver, 
Colo., and they tell me that the action of the Department of Justice 
against certain major oil companies in their demands for the sale of 
pecified tires through the leased filling stations has not stopped i. 
that they are still carrying on the same practice they were suppos ad 
to have stopper d through the action of the Department of Justices 

Why, just last November I asked United States Attorney General 
J Lloward MeeGrath f« reaction against the paure-tire monopol OT 


vrounds that it constitutes a violation of th 
vou know what Mr. McGrath told me. obviously on advice of * 
perts’ in his Antitrust Division?—that the complaint on the fifth 


‘é 1 99 4 ass ! 
tire monopoly, standing nione does hot const ute an unreasonabl 


antitrust laws. Do 


restraint on trade 


“Standing alone’’—bvyv that. IL assume tl 


eV mean that divor d 
from other industry malpractices, such as company-store sales, direct 
manufacturer sales to consumers in competition with dealers, mass 
distributor sales, and all the other ills, the fifth-tire connections have 
no antitrust significance 

Well. do you want me to let you im on a little secret? Kleven 
vears ago, in the summer and autumn of 1941 to be exact, at the 


invitation of the Justice Department and the Federal Trade Com 
mission, I, for the members of Burger Tire Consultant Service, sub 
mitted detailed charges alleeing the existence of a monopoly and 
alleging the promotion of monopoly in the tire field by the Big Four. 
| asked for action against cutthroat competition store selling, a nst 
cutthroat manufacturer direct selling to consumers, and all the other 
host of industry evils 

In this respect, Senatol Thyve, I had the pleasul ol going Into 
St. Paul, Minn., visiting frequently with an old-tin up there, Bill 
Smith, who has been in the business for 45 vears. I ve also visited 
TYLeaTL other tire dealers in that locality. Every veal inroads hav 


by Ch made on the business ol those dealers in the State of \iinne sot 
The Siume trend has been YoOme on throughout the entire Nation 

You will find a description of these charges in Senate Small Business 
Committee Print No. 3, 1941, commencing on page 141 end ending 
on page 152, which covers my description of tire dealer problems, 
written at the request of the then committee chairman, Senator 
James E. Murray 

And, by the way, certain briefs that were filed in that statement 
at that time, when the rubber situation was duplicated more critically 
in 1941 and 1942—those same briefs were filed in my statement 
before this committee last January a Vear ago January 1951 were 
briefs filed by O'Neill of ( reneral Tire W Rubber und Seiberling ol thre 
Seiberling Rubber Co., which was a statement that he made to D1 
Rogers. | beheve, of the War Production Board or some other ugency 
which he handed to me to turn over to the Senate Small Business 
Committee. I just want it corrected so Mr. Seiberling doesn’t say 
that he gave me the statement. 


And do you know what has been done on these charges to date? 


With the exception of some Justice Department Suits against oul 
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company TBA—which means tire-battery-accessory—exclusive deal- 
ing practices which independent automotive people will tell you have 
brought no lasting corrections, and with exception of the still incom- 
plete Federal Trade Commission tire maximum-discount order 
which should cover most phases of discriminatory pricing but which 
may not entirely correct such malpractices as manufacturer selling 
direct to consumers and sales through company-owned stores, and 
which certainly does not cover fifth-tire sales—nothing, nothing 
conclusive, has been done. So, for 11 years the Department hasn’t 
acted on the “complete monopoly’ * charge, and now they tell us 
they can’t act on one particular phase of the charges because “standing 
alone” it does not, in their opinion, constitute an unreasonable 
restraint upon trade. In the manner of the late Al Smith, ‘No 
matter how you slice it, it’s still baloney,” only in this case the baloney 
is poisoned and is being fed forcibly to the Nation and to independent 
tire men. 

In any event, I ask you, are not these spare-tire connections 
monopolistic? 

Certainly there must be those among you who see the mountain 
over the horizon. Else you would not have written in your Weekly 
Staff Report of March 1 [reading]: 

Not satisfied with monopolizing the new-car tire market, large rubber companies 
continue to begrudge small independent tire manufacturers their share of the 
replacement-tire market. * * * 

And you would not have said, in your annual report for 1951, that 
the Big Four are 


monolithic giants who enjoy the distinction of being the sole producers of tires, 
the so-called orivinal equipment, for new passenger cars, 


who dominate the entire rubber industry. 

In any event, gentlemen, I think I have demonstrated adequately 
here that these spare-tire connections are monopolistic, that they do 
rob 300,000 independent tire dealers and smaller tire makers of 
opportunity which is legitimately theirs, and that they do not benefit, 
but rather may actually harm, the interests of the consuming public 

And when I say 300,000 independents, Mr. Chairman, I mean 
automobile dealers, filling-station operators, tire dealers, garages, 
hardware stores, in fact any retailer that is selling tires. 

And I ask that you do two things about this: 

1. Hold hearings on the entire spare-tire-monopoly problem, to 
determine all the facts concerning it, calling in all needed evidence 
from industry and Government, and publicize your findings widely 
to generate the push needed to overturn this monopoly; and 

2. Call on the antitrust agencies to determine the reason why 
action hasn’t vet been taken against this monopoly, and insist that 
action be taken now 

In this matter, gentlemen, you will be acting directly against one 
single monopoly, which may, perhaps, appear insignificant. But I 
ean tell you that, as sure as night follows ie the breaking of the 
spare-tire monopoly will signal the beginning of the end for the whole 
structure of monopoly which has grown over the entire automotive 
industry. It will be the chink in the dike which will widen in time, 
to let the saving waters of free, competitive enterprise once more 
feed the fields of automotive business enterprise. 
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Your committee was with free enterprise in the tire field in 1941; 
it stayed with tire independents during the war and after. We are 
looking to you for needed help to complete the job, now; 

Senator Ture (presiding). Does that complete your statement? 

Mr. Burcer. That completes my statement. 

Senator THyr. Do you have some questions? 

Mr. O'Connor. No, sir. 

Senator Tuyr. Thank vou, sir. 

Mr. Burcer. Mr. Chairman, I just want to add this one thought 
in conclusion. Something has got to be done. 

Senator Thve, 1 want to thank the committee for the time they 
have given me here, and it is my hope that consideration will be 
given to those recommendations. 

I know from experience, my experience as an active independent 
in the automotive industry for 43 vears, that the average automobile 
dealer today—I said the average—is afraid to call his name his own. 
He will do as he is told or there will be a n@w agency. 

Senator THyr. The automobile dealers do have an organization or 
a fact-finding committee within their State organization to which 
they can appeal. Am I right or wrong in that? I believe they have 
established an association, have they not? 

Mr. Burcer. They have. There are State organizations, and there 
is a parent organization—the National Automobile Dealers’ Asso- 
ciation. 

Senator Tuy. That is what I had in mind. 

Mr. Burcer. They have State organizations and even county 
organizations, and they are, no doubt, part of the National Automobile 
Dealers’ Association. 

Senator Tuyr. Yes. 

Mr. Burcer. I think they are cognizant of the situation I explored 
and explained to this committee—most of them, anyhow, to my 
knowledge. But it is a question just how far their problems are car 
ried out for them. 

Senator Tuyr. | was just wondering how effective that organiza- 
tion was in sitting down and reviewing an action of the manufacturer 
against one of his dealers who would be absolutely defenseless if h 
did not have such an organization. 

Mr. Burcer. Truthfully, Mr. Chairman, in my experience of 
nearly 20 years on the Hill, 1 have found very little evidence of any 
direct action being taken. 

Senator Ture. Thank you, sir 

Mr. Burcer. Thank vou. 

Senator Tuyr. Mr. Kelly. 

Mr. Keuriy. Yes. 

Senator Tuyr. You may proceed, Mr. Kelly, if vou will state for 
the record vour full name and whom you represent in order that the 
record may be complete. 


STATEMENT OF E. D. KELLY, DIRECTOR, RUBBER DIVISION, 
NATIONAL PRODUCTION AUTHORITY 


Mr. Keiiy. The past few months, Senator Thye, I am happy to 
report have seen a substantial easing of the rubber situation that has 
been reflected in the various changes in the rubber order M-2, which 
is the active order in effect by NPA at the present time that controls 
rubber. 
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The rubber industry was under compulsion to consume no more than 
105,000 tons of dry natural rubber for the fourth quarter of 1951 and 
the first quarter of 1952. Our figures to date show that consumption 


of drv natural rubber during the first q iarter of 1951 was 95,000 tons, 
and that it is expected not to exceed 97,000 long tons for the first 
quarte! of 1952. This is substantially below the permitted level. 

\s a result of the underconsumption, and because of increasing 
supplies of natural rubber, combined with increasing production of 
GR-S synthetic rubber and butyl svnthetie rubber, the permitted 
evel of consumption was raised to 110,000 long tons per quarter for 
each of the second, third, and fourth quarters of 1952 

The latest rubber order, M-2, effective March 26, 1952, increases 
he amounts of natural rubber that will be consumed by allowing the 


{ 


rt stricted production of white side wall tire - provided various 


} | 


tvpes of critical rubber presently in short supply, worldwise as well as 


tockpilewise, are not used. 

Other changes in the order permit additional quantities of natural 
ibber to be consumed, continuing the pote we have had in effect 
yy several months in further reducing the number of restrictions 


} 4 ] 
ontamed i he rubpet! order. 


In addition, the unrestricted production of two-toned inner tubes 


ure allow ed In the later revViIston of the order The perce itave ol cold 
ibber that anv manufacturer may purchase from REC has been 

‘reased from 46 to 50 pere ent 

In addition, the General Services Administration 1s removing itself 
rom the market as the exclusive purchaser of natural rubber as of 
July Q5? 

The order has been revised as of March 26, to permit private impor 
tation of natural rubber aiter July | 

The rate of butvl production, which is primarily used in inner tubes 


las increased substantially over the first three quarters of 1951 
Th s; has meant that the Rubber Division has peen able to make 
supplemental distributions of butvl rubber to the industry during the 
fourth quarter of 1951 and the first and second quarters of 1952 


For the second quarter of 1952 all segments of the industry for the 


first time were allocated over 100 percent of what they consumed in 
transportation and nontransportation products during the base 

! ry. } , . 
period lransportation products were actually given 130 percent of 


the total rubber hvdrocarbon consumed in the base period for those 
products, and nontransportation products were given 130 percent of 
he buts | consumed in the bast period {O1 those products. 

There is evidence, signified by increasing inventories of finished 
goods, which | will explain to vou later, and raw material, that the 
mdustrv may not consume all that has been allocated to it for the 
second quarter 

As forthe future, it is felt that NPA may have to reverse its position 
with respect to the use of natural rubber in end products 

Consideration is currently being given to an industry advisory 
committee recommendation, which recommendation was made on 
Wednesday of this week, that the current order be revised to require 
a minimum consumption of GR—S synthetie rubbet 

We have been told that the peril point set by the Munitions Board 
for the stockpiling objective has been reached and very likely exceeded 
as of this date 
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The Munitions Board has issued a new directive to the General 
Services Administration lengthening the acquisition time of the ulti- 
mate stockpile objective, and there has been a backup in world 
markets of the low grades of natural rubber, and a backup of a large 
quantity of low ers ades of natural rubber in str: itegic stockpile. 

This latter is the cause for concern on the part of the State Depart- 
ment because of political repercussions that are felt in the rubber- 
producing areas when rubber falls substantially in price and is not 
easily disposed of because of lower consumption. 

If the Lype of order as outlined above is instituted, it will serve to 
widen the area of competition between natural rubber and synthetic 
rubber, as well as provide for the continued use of GR-S for security 
easons. 

[ have a table that 1 would like to submit, if you would care to put 
it in the record. | would think it might be advisable because it 
does show the consumption by types of rubber that were consumed 
by the industry for the full year of 1951 and ow the last quarter of 1951, 

Senator Tuyr. I think that table would be enlightening to all the 
members. Therefore, it will be printed in the record 

(The table referred to is as follows: ) 


Veu ubbhe CONSMMPlLiON, Jar ] 1951, th oug! Dec , 162. 


pa / ¢ 
{Thousand long tor 
Dry Natural : i lotal new 
Se “ GR-S B 1 Neopre N-ty] 
hnatul i 
) 
Yea ctu 4 t 
Fou ju I It . 
952 
January, final } 
Febru elit } { + 
M h te } 
I qua partly 
i t 4 * * 
d qt ‘ 
ite sv 
I 1! qu 
Ler ‘ ( { 
tt WW 
th qi 
} )& ) 
16,000 was or nallv u vearly estimate Ch ymount } 
{ rt 
juUa 
Vanufact ers’ stock 
| 
( 
D> 
rT 
} 
© { y 
Ja WA s 1,879 
Mar 1. 1951 2 O65. O00 19 O00 ” ) &S 
Tune 30, 19 2 37, OOM RH. OOD 52 (MM 60 OO% 
Sept. 30, 1951 5, O24, OOK 1, 149, OOF 414.00 S&S S28 KM) 
I 
Dec 51, 1951 6, 896, OO4 1. 706. 000 RT (WM 12 254 & 


1952 & O44. 000 1. YOY, OO 37, OO 2 480 (1K S 
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GR-S exports, including Canada 


Authorized (long tons 19, OOO 
Permits issued to Mar. 20, 1952 6 


Percent 
of total 


Permitted purchase of cold rubber GR-S 
152 purchased 
First quarter, actual 16 
Second quarter, estimated 50 
Third quarter, estimated 60 
Fourth quarter, estimated 70 
1953 First quarter, estimated 75 


Mr. Kexuy. If you care to have a copy of it, I can make some 
‘xplanations of this table 

Senator Taye. Thank you. 

Mr. Ketiy. The table in the upper left-hand corner shows the new 
rubber consumption in thousands of long tons. 

The first shows for the year 1951 that the industry consumed 
1,214,000 tons of total new rubber. That is not as high as it has 
been at some periods in the past, but it is a substantial amount. 

The first quarter, during which we were under compulsion to use 
no more than 105,000 tons, actual consumption shows it was 95,000 
tons of dry natural rubber 

During the first quarter the industry and NPA again were under 
compulsion to consume no more than 105,000 long tons, and the 
actual January figures show 33,000 tons of dry natural rubber, 
February, 31,000 tons, and it is expected that March will show about 
53.000 tons. for a total of 97.000 tons 

For the second, third, and fourth quarters of this year the permissible 

se of dry natural rubber is 110,000, and our forecast, with the lifting 
of the restrictions that we made on March 26 in our latest revision of 
the order, indicates that for the second quarter we will use 107,000 
tons, for the third quarter, 106,000, and for the fourth quarter, 105,000 
tons. which 1s still below the permitted level of 110.000 tons. 

We have predicted that for the year there will be 1,336,000 tons 
of new rubber actually consumed by the industry. The first quarter, 
however, shows that the industry did not live up to the total new 
rubber consumption that we had predicted, and we consequently 
have revised our annual figure downward to 1,322,000 tons. 

We were asked on a number of occasions during 1951 to allow the 
unrestricted export of GR-S synthetic rubber to Canada and other 
friendly nations. On January 1 we did allow the export of some 
19.000 tons for the first quarter of 1952. As of March 20, 1952, 
permits had only been issued in the amount of 6,000 tons by RFC, 
which shows that the world did not take the quantity that they ex- 
pected to take of S\ nthetie rubbet 

During 1951 substantial gains were made in manufacturers’ stock. 
This is indicated by the table in the lower left-hand corner, which 
shows the Inventory or manufacturer’s stock position as of specific 
dates. 

\ comparison of the last line, showing January 31, 1952, inventories 
with those of January 31, 1950, shows that the stock as of January 31, 
1952, is substantially the same as back in 1950, the same date. 

This has been in spite of the fact that there were controls on the 
consumption of total new rubber during 1951. 
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We still maintain a provision in our order that each manufacturer 
may purchase only 50 percent of his requirements of cold rubber 
from RFC 

With the conversion that is being made by RFC to the production 
of additional quantities of cold rubber, we expect that the percentage 
of cold rubber that each manufacturer will be allowed to purchase 
will rise to 75 percent of the total requirements by the first quarter 
of 1953. 

[ think that that substantially gives the picture of how NPA has, 
when it has been able to, substantially eased and done away with 
restrictions that were no longer necessary up to date. And by “up to 
date” I mean our latest order as of March 26, 1952, which is our 
present position. 

Senator Tuyr. Does that complete your statement, Mr. Kelly 

Mr. Keviy. Yes, sir; it does 

Senator THysr. It may be helpful from a standpoint of the users of 
rubber if | asked Mr. Pratt if he had any questions right at this point 
a oan is chairman of the watchdog committee of the industry. 

Pratt, do you have any questions? 

Me Prarr. I have one or two, if | may, Mr. Chairman. 

Mr. Kelly, there have been epee nts made into the record on which 
very frankly, 1 would like, if you feel in the position, to have your 
comments. 

| think you said that there was a good possibility of relaxing alloca- 
tion controls on butyl in the very near future. Am I correct in that? 

Mr. Ketiy. That is a situation that we are watching very care 
fully at the present time 

We have, because of increased production of butyl rubber within 
the past few months, been able to make additional, supplemental 
distributions of butyl, as indicated by the figure of 130 percent that 
[ gave a while ago 

It is quite possible that within the near future, if there is a con- 


» 


tinuing increase in the production of butyl, we may be able to do 
away with controls on butyl rubber 
Mr. Pravr. Have vou had any particular policies in + ‘department 


on granting or denying appeals for the use of butyl for nontransporta 
tion purposes? 

The reason | ask that, 1 understand that a few manufacturers of 
nontransportation items have a low base-——rather, 1 should say that 
few have a good base and most manufacturers of nontransportation 


butyl items have a very poor base. Have there been appeals coming 
in so as to he Ip out these fellows with the low base? 
Mr. Ketiy. There have been appeals coming in for those with low 


bases or for those who want to increase aaleeine of butyl products 
that they manufacture. 

We have chosen to take the segment of industry that has a base of 
butyl rubber and make distributions across the board to those who do 
have a base and deny others butyl rubber except for experimental 
purposes. 

Mr. Prarr. Is there any likelihood of a change in your policy in 
granting appeals to these nontransportation butyl users? 

Mr. Kewtiy. That I can’t say at the present time. I think the best 
indication is the statement that I made previously that there is a 
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possibility of doing away with butyl controls. When that time comes, 
there will be no need for establishing bases or for anyone appealing. 

Mr. Prarr. I know in my statement yesterday I brought up “the 
question that you and I have discussed from time to time about put- 
ting back into the rubber regulations the import-restriction clause. 
I think for the record we would appreciate hearing your side of the 
story even though I know it does not agree with mine. 

Mr. Kexiiy. There was an import restriction in the M-2 order 
until about May 1 of last year. We took the import clause out of the 
order at that time because it was felt that it was not primarily a 
rubber problem but a Government agency problem. The Government 
agencies concerned with the international trade policy of the United 
States urged, on frequent occasions during 1950 and 1951, that we 
drop the prohibition from the rubber order because they felt 1t was 
contrary to the declared policy of the United States and detrimental 
to our international relations. 

Since the May 1, 1951, dropping of the import restriction in the 
M-2 order, there have been called to our attention only two cases 
where alleged harm or damage was being done to specific segments of 
industry. 

In one of the two instances the M-2 was revised so that the Ameri- 
can producers could be competitive with foreign importers of the 
same product. That was in the case of molded angular tires, which 
are used on tricycles, baby carriages, and the like. This change in 
the M-2 order removed the color restriction which formerly permitted 
only black angular tires to be produced by American producers. 

The second was in the case of natural-rubber cre pe soles for attach- 
ing to shoes made in this country. An interpretation was issued by 
NPA to proclaim that a natural-rubber crepe sole which has not been 
compounded, vulcanized, or attached to a shoe is still natural rubber 
and, therefore, could not be privately imported under Rubber Order 
M-2. 

Those are the only cases that have been called to our attention 
specifically that we have been asked to rule on, and I think we have 
taken care of both of those in changes in the order. And that is over 
the period from May 1, 1951, until the present time. 

Mr. Prarr. There were white side walls being imported, were there 
not, in considerable number? 

Mr. Kextiy. We have no specific evidence in NPA Rubber Division 
that white side-wall tires were being imported. We had hearsay 
evidence, however, that they were, and we believe that they were. 

This is not contrary to the policy of oe United States to import 
white side wall tires, black side wall tires, or any other type of rubber 
product 

We found, however, that during 1951 the imports of all rubber 
products into the United States did not rise substantially and that 
actually the exports from the United States of finished rubber goods 
increased substantially. 

\ relative figure which may give you an idea of what the exports 
os imports are is that during 1951 the exports of rubber products 
from the United States amounted to about $115 million and that the 
imports into the United States of all products totaled about $6,900,000. 
So there seems to be a balance in favor of the United States on exports 
and imports. 
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Senator Tuyr. Is there anyone else who would either like to make 
a statement or who has questions to ask Mr. Kelly? Otherwise, this 
is our only witness here this morning, and we are ready to recess unless 
there might be some questions that someone had in mind. 

Mr. Prarr. I would like—I do not know whether Mr. Kelly feels 
he is in a position to express an opinion, but I would like to hear his 
opinion, if he has one, along the same line as was asked Mr. Spencer 
veste rday. 

Do you have any idea as to what level of synthetic production should 
be maintained for a security purpose as compared with our 1948 
Rubber Act, which is coming up for consideration by the Senate in 
the immediate future? That requires a minimum of 200,000 tons, 
and I know a number of us have expressed the opinion that that figure 
is altogether too low, that if we drop back to that figure we will find 
ourselves back in the same old position we were in a vear and a half 
or 2 Vears ago. I was curious if you could express an opinion as to 
what that figure should be. 

Mr. Ketiy. Senator Thvye, | am not a security expert, and | have 
to rely on the judgment of those agencies which are particularly con- 
cerned with the security aspects of the size of the GR-S production 
which should be or esmig So I have no opinion of my own on it 

Senator Toye. All right, 

Mr. Prarr. | know in vour * press release the other day, which | 
would like to read into this record, as to the policy of your agency in 
relaxing controls in the future over the use of natural rubber in your 
specification program—lI think that should get into this record. 

Senator Tayr. Do vou have such a statement? 

Mr. Prarr. You did have a statement the other day. I think | 
can get a copy 

Mr. Ketiy. We would be happy to submit it. I do not have a 
copy of the press release. 

Mr. Prarr. I have one. 

Senator Toye. That will be inserted in the record. 

Mr. Prarr. Fine 


(The document referred to is as follows:) 


N PA-2051—RvuspBper M-2, AMENDED 


EK. D. Kelly, Director of the Rubber Division of the National Production 
Authority, Department of Commerce, today announced the lifting of restrictions 
on the manufacture of white side-wall tires, effective today. 

The action, taken through amendment of NPA’s Rubber Order M-—2, also 
increases the amounts of natural rubber which may be used in the manufacture of 
automotive tires 

Mr. Kelly said, ‘‘The changes in M-2 represent a lessening of controls and is 
consistent with the agency’s over-all policy to relax controls as quickly as possible 
whenever such action does not substantially hinder the defense program.’ 

Further relaxing of restrictions on the consumption of natural rubber will be 
made in the near future. These prospective changes will serve to widen the area of 
competition between natural and synthetic rubbers 

Todav’s action follows a previous relaxation of restrictions on the use of natural 
rubber initiated by the Defense Materials Operating Committee and Manly 
Fleischmann, Defense Production Administrator, on February 23. 

At that time restrictions on the private importation of dey natural rubber were 
lifted, and the General Services Administrator was permitted to relinquish his 
position as exclusive importer of dry natural rubber as of July 1, 1952. In addi- 
tion, the permitted amount of dry natural rubber which industry may use in a 
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calendar quarter was raised from 105,000 to 110,000 long tons for the second, 
third, and fourth quarters of 1952. 

Today’s amendment to M- 

1. Permits the private importation of dry natural rubber without license by 
the Administrator of GSA after July 1, 1952. 

2. Continues the prohibition of he private importation of natural-rubber latex 
(except by permission of the Administrator of GSA) until such time as the Govern- 
ment-owned stock of natural-rubber latex has been disposed of and at which 
time the order will be further amended. 

3. Eliminates the requirement to furnish the Administrator of GSA with a 
certificate with respect to inventories of dry natural rubber. 

4. Raises the percentage of all dry GR—-S (Government-produced synthetic 
rubber) which may be purchased from the Reconstruction Finance Corporation 
in the form of cold rubber from 46 to 50 percent. 

5. Transfers valves from the nontransportation to the transportation category, 
thereby making it possible for valve manufacturers to use the larger proportion 
of butyl rubber permitted in the manufacture of transportation items. 

Larger amounts of natural rubber are permitted in the manufacture of tires 
through changes made in appendix A specifications with percentages being 
increased as follows: Bicycle tires, from 13 to 17; motorcycle tires, from 14 to 17; 
passenger tires in sizes through 7.10 and 6.50, from 14 to 17; passenger tires in sizes 
over 7.10 and 6.50, from 20 to 25; industrial pneumatic tires, from 13 to 17; 
and tractor implement tires, from 13 to 15. 

Other changes in appendix A specifications include: 

1. The addition of new products for which certain percentages of natural rubbe. 
may be used in their manufacture. The products are molded stoppers for food and 
beverage containers, moisture barrier coating for film or paper, core-molded electric 
plugs and outlets, sponge rubber-cork granules, and molded sole edging. 

2. Increases in the percentages of natural rubber which may be used in the 
manufacture of gaskets, agitators, and soling and top lifting. 

3. Decreases in the percentages of natural rubber which may be used in the 
manufacture of tubing and water aerators. 

Private importation of both dry natural rubber and natural-rubber latex was 
prohibited by NPA on December 29, 1950, when GSA was given exclusive 
authority to import these materials to safeguard the supply and assure the most 
advantageous use of natural rubber in the interest of national defense. 

Further information may be obtained at Department of Commerce field offices. 


Senator Ture. I have a letter here addressed to Senator Sparkman, 
chairman of this Select Committee on Small Business, and the other 
members of this Small Business Committee by Mr. Donald F. Pratt, 
and I am going to have that inserted in the record also. 

Mr. Prarr. That is the letter of February 20, is it not, Senator 
Thye, that I submitted as a report of the watchdog committee? 

Senator Ture. Yes; it is the letter of February 20. 

(The letter referred to is as follows:) 

DuRKEE-Atwoop Co., 
Minneapolis, Minn., February 20, 1952. 
Senator John Sparkman, Chairman Select Committee on Small Business; Senator 
Guy M. Gillette, Chairman, Subcommittee on Rubber; and Senators Edward JJ. 
Thye, Russell B. Long, Lester C. Hunt, and Robert C. Hendrickson, Members, 
Subcommittee on Rubber 

GENTLEMEN: As chairman of the watchdog committee appointed by your 
Subcommittee on Rubber, I enclose herewith for your consideration a copy of 
the December 20, 1951, report to each of the members of the watchdog committee 
and a copy of the replies received from the committee members. 

The NPA Rubber Order M-—2 was amended on December 14, 1951, effective 
January 1, 1952, incorporating a large number of the recommendations made by 
your watchdog committee 

The adoption by NPA of our recommendations and the recommendations of 
the subcommittee shows that they were sound and, we believe, was brought 
about by the investigation and activities of the subcommittee, the work of the 
watchdog committee, and the staff of the Select Committee on Small Business. 
In the absence of these activities, the plight of the small rubber manufacturer 
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would not have been aired, and his problems would not have been solved, to the 
extent that they have been, at this early date. 

‘Lhe majority of the members of this committee, including its chairman, stren- 
uously recommends that Senator Gillette’s Subcommittee on Rubber remain in 
existence to conduct such additional investigations as may be deemed advisable 
from time to time; and, in the event all rubber should again go on allocation, the 
small manufacturers must be in a position to make themselves heard promptly 
and before, rather than after, the imposition of orders which may penalize and 
discriminate against them. 

A number of problems in connection with the operation of the svnthetie- 
rubber plants and the distribution and exportation of synthetic rubber may 
arise in the immediate future. The problem of importation of rubber products 
which do not conform to the specification controls found in order M-2 is still 
unanswered. 

The watchdog committee also recommends that it should be maintained as 
a constituted committee on a stand-by basis available at any time to be reeonvened 
by the subcommittee to advise on the rubber situation insofar as it affects the 
small manufacturer. Each of the members of the watchdog committee will keep 
interested in the rubber situation and will continue to make whatever comments 
or recommendations he believes helpful. 

The watchdog committee feels it would seriously jeopardize the position of 
the small rubber manufacturer if the Subcommittee on Rubber or the watchdog 
committee is dissolved with any intimation that their work was done. There 
should be no suspension of the activities of either group. 

Respectfully submitted. 

Donatp F. Pratt, 
Chairman, Watchdog Committee. 


Senator Tuyr. The committee stands in recess until further notice, 
(Whereupon, at 11:10 a. m., the subcommittee recessed, subject to 
the call of the Chair.) 


x 





